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FROM THE COMPILERS 


The economic reform now being carried out in the Soviet Union has struck a 
world-wide echo. The press in all countries shows great interest in the measures 
for improving the management of Soviet industry. The tone of comments differs. 
Some claim that the Soviet socialist economy is beginning to “backslide” to capi- 
talism and is borrowing capitalist methods of management. Others perorate about 
an “impasse” in which Soviet economy has landed. Still others, under the guise 
of objective comments, treat their readers to another dose of lies and misinforma- 
tion. 

But there are many people in the world who want to understand the real mean- 
ing and significance of the reorganisation of planning and industrial management 
undertaken in the Soviet Union. Meanwhile, assertions and “forecasts” about a 
“backslide to capitalism’ give no clear idea of the essence of the processes 
taking place in the Soviet economic system and merely misinform the world public. 

What is actually the situation? 

The economic discussion conducted in the Soviet Union from 1962 to 1965 theo- 
retically substantiated and the experiments carried out at some factories corrobo- 
rated the practical advisability of measures improving forms and methods of socialist 
planning and economic stimulation of enterprises, measures providing greater per- 
sonal incentives for the working people. The results of the experiments and the 
economic discussion, freed of polemical extremes and absurdities, were summed 
up by the Central Committee of the Soviet Communist Party at its Plenary Meeting 
in September, 1965, in a well-balanced realistic system of measures for a broad eco- 
nomic reform to be carried out over the next two or three years. The following 
new elements appeared in Soviet economic policy: 

1) The scientific level of planning is raised. 


2) An optimum combination of centralised planning with wide economic ini- 
tiative of enterprises on the basis of complete khozraschot* is ensured. 

3) Greater economic incentives are provided for; as the efficiency of production 
rises, the amount of funds left at the disposal of an enterprise for developing pro- 
duction and rewarding the personnel is increased. 

4) The role and importance of profit in assessing the economic activity of en- 
ferprises are enhanced. 

5) Wages of workers are made dependent not only on the results of their 
individual labour but also on the total results of the activities of the entire per- 
sonnel. 

6) Economic relations between enterprises (producers and clients) are based 
on direct contracts and the principle of mutual material responsibility. 

The present collection, compiled by the Novosti Press Agency Publishing House, 
consists of articles published in the Soviet press. These articles give the theoretical 
grounds and also indicate ways for solving problems confronting the Soviet eco- 
nomy at the present stage of development. To a certain extent they comment on 
the major points in the decisions of the September 1965 Plenary Meeting of the 
Central Committee of the CPSU and the decisions of the Soviet Government which 
are given as supplements. Consequently, if the reader first peruses these official 
documents he will derive more benefit from his analysis of the views voiced by 
men who are carrying out these decisions. 


‘* Khozraschot—an abbreviation of the words khozyaistuenny raschot. An 
enterprise operating on this basis keeps account of all outlays which are to be 
covered by its income leaving also a margin of profit. In some cases (organi- 
sation of new production, working of poor deposits, etc.) an enterprise may 
operate at a loss for a time, but it keeps an account of all outlays which are 
covered by its income plus the planned subsidy. 


ECONOMIC POLICY 
AND WORK FOR COMMUNISM 


I 


The utmost development of the economy is a major means of 
solving home and foreign problems of a country. 

The working class takes power into its own hands in order to 
build socialism and communism, in order to create conditions for 
the satisfaction of all the needs of the people and for the all-round 
development of the personality. It is clear that the cardinal task 
of building communism can be accomplished through the broa- 
dest development of productive forces and the entire socialist 
economy. 

At the same time the building of communism and the all-round 
and efficient development of the economy in the socialist countries 
is a necessary condition for successfully opposing imperialism, 
for the most effective fulfilment by the socialist countries of their 
internationalist duty to all other sections of the revolutionary 
movement. 

The creative spirit of Soviet economic policy is vividly displayed 
in the ability to find at each stage of development the 
main link in the chain of events, properly to define the main task 
and concentrate efforts on its accomplishment. It is this truly 
scientific approach to politics that Lenin advocated. 


At different times the principal levers in Soviet economic pol- 
icy were the organisation of trade to strengthen economic ties be- 
tween town and countryside, the industrialisation of the country 
and the collectivisation of agriculture. Successes achieved in eco- 
nomic construction have long since irrevocably decided the ques- 
tion ‘Who will win?” in favour of socialism: in the Soviet Union 
socialism has triumphed completely. 

What then is the chief task confronting the Soviet people at 
the present time? 

An answer is furnished by the decisions taken in 1965, parti- 
cularly the decisions adopted by the Central Committee of the 
CPSU at its Plenary Meetings in March and September. In present 
conditions the main aim is greatly to raise the efficiency of social- 
ist production, to bring to light and fully utilise the advantage of 
the socialist economic system by improving management methods 
and stimulating people’s initiative and constructive endeavour. 

Economic development of the Soviet Union and the other so- 
cialist countries is the best means for promoting the growth of 
the entire world socialist community and strengthening its unity; 
it enables greater assistance to the young states and greater 
support of the national-liberation movement; it demonstrates in 
practice the advantages of socialism over capitalism, thus further- 
ing the working people’s class struggle in the capitalist countries. 
At the same time the enhanced economic potential of the USSR 
and the other socialist countries reinforces their military strength 
and decisively increases the forces working for peace. This means 
that in developing their country’s economy the Soviet people are 
making a major contribution to the struggle between socialism 
and capitalism in the world, and are successfully discharging their 
principal internationalist duty. 

Measures for improving economic management are now being 
carried out both in the USSR and in many other socialist coun- 
tries. They signify a new, higher stage in the development and 
consolidation of socialist production relations. 

In their economic policy Soviet Communists have always ad- 
vocated the full use of planned guidance of the economy—one of 
the decisive advantages of socialism. They have never relied on 
the spontaneous play of economic forces because this could lead 
to counterposing the interests of individual groups to the general 
interests of the state and even to a reanimation of private property 
aspirations. 

Ait the same time ithe CPSU has also opposed underestimation 
of economic instruments of management, as well as unwillingness 
to reckon with the economic laws of socialism, specifically the 
objective need for commodity production. 

The development of Soviet economy during transition to 
communism is based on the principle of democratic centralism, and 
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on constant improvement of planning and economic guidance on 
the basis of increasing knowledge and utilisation of socialism’s 
objective economic laws. 


I] 


The Soviet people are building the material and technical base 
of communism and developing productive forces. The USSR is ex- 
panding production on a huge scale and striving to attain the sum- 
mits of scientific and technological progress. To cope with these 
sweeping tasks revolutionary slogans and administrative orders are 
insufficient. If success is to be achieved there must be the fullest 
possible development of scientific methods of guiding the economy 
and utilisation of the economic levers inherent in socialism. To 
give scope to these methods, to remove from the way everything 
that hinders their efficient application, is the primary object of the 
economic reform now being carried out in the Soviet Union. Com- 
munist construction and the present economic reform are insepar- 
able, both as an aim and as a means for achieving this aim. 

The economic changes signify: 

Improvement of national economic planning by consolidating 
the sectoral principle of industrial management; this ensures uni- 
ty of technological policy and acceleration of scientific and tech- 
nological progress in all sectors of production. 

Creation of the necessary conditions for more consistent ap- 
plication of the socialist principles of providing material incen- 
tives in production, in combination with moral stimuli to work. 

Development of khozraschot at socialist enterprises and of 
direct economic ties between them; extension of their rights, en- 
hancement of operational independence and material responsibili- 
ty for the results of their activity. 

Shifting emphasis at all levels of planning and guidance to eco- 
nomic methods of socialist management. 

Use of commodity-money relations in the interests of social- 
ism, particularly such economic instruments as price, profit, tra- 
de, credit and finances. 

The reform consolidates centralised planning and manage- 
ment of the property of the entire people. At the same time enter- 
prises are given wide scope for the display of initiative in fulfill- 
ing the national economic plan. Their activity is placed in eco- 
nomic conditions which ensure observance of the socialist prin- 
ciple: ‘‘What is beneficial for society is beneficial for the enter- 
prise and for the workman.” 

The reduction of the number of obligatory plan indicators, 
along with greater economic independence of enterprises and more 
consistent application of the principle of economic benefit in 
developing production, greatly enhance the personal responsibili- 
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ty of an executive and of each worker before the collective, and 
of each production collective before society. This fosters the ut- 
most development of socialist collectivism and helps remove mani- 
festations of bureaucracy, and arbitrary administration. 

The present economic changes in the USSR are thus aimed at 
creating the most favourable conditions for solving the funda- 
mental economic problems of communist construction. 


II 


The improvement and steady development of socialist production 
relations are associated with the use of commodity-money re- 
lations in economic management. Marxists act on the principle 
that at the higher phase of communism there will be no place for 
commodity-money relations—they will wither away. But that does 
not mean that building socialism and communism is a process of 
abolishing commodity-money relations. 

That is the way the situation is pictured by men who ignore 
the experience gained in building socialism and interpret commo- 
dity-money relations scholastically. It goes without saying that 
if commodity-money relations were merely an instrument of ca- 
pitalist economy and remained such in the epoch of socialism, it 
would be necessary to get rid of them as quickly as possible. But 
history has demonstrated that commodity-money relations must 
be utilised in the process of socialist construction. Under social- 
ism, these relations acquire new content and play an important 
part in accomplishing tasks of communist construction. 

Commodity-money relations and a system of value instruments 
are required for economic methods of socialist management and 
for reinforcing centralised socialist planning; they are necessary 
for developing the economy through stimulation of the people’s 
initiative and their creative effort. 

The socialist principle of efficient operation has nothing in 
common with the capitalist principle of private profit and person- 
al enrichment. The principle of capitalist profit is based on ex- 
ploitation of the working people; it puts the employers and the 
workers at loggerheads and makes them irreconcilable enemies. 
The socialist principle of management aims at raising the living 
standards of the entire people by combining the interests of socie- 
ty, collective and worker. 

Suffice it to examine some of the distinctive economic elements 
of Soviet khozraschot to perceive its socialist nature. 

Commodity, price and direct economic ties in Soviet con- 
ditions are not the old spontaneous capitalist forms but means 
for the development of the socialist economy. Commodity is a 
product which is produced in a planned way at socialist enterprises 
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and sold on the market in a similarly planned way in the in- 
terests of society, and not for private gain. Price is not a spon- 
taneous market price, a price of profit and speculation, but a cate- 
gory determined in a planned way and used for keeping strict ac- 
count of the outlays of social labour and maintaining efficient 
proportions of socialist reproduction. Direct economic ties are 
not a sphere of spontaneous capitalist competition but a sphere 
of the planned sale of commodities produced at socialist enterprises. 
This sale simultaneously solves the problem of ties between 
production and consumption and tests the degree of conformity of 
production to social needs. 

Let us consider profit, one of the economic instruments of so- 
cialism. A considerable enhancement of its role in socialist eco- 
nomy is an indispensable requisite for khozraschot. 

Under socialism profit differs fundamentally in socio-economic 
content and role from profit under capitalism. Capitalist profit is 
a universal form of appropriation of surplus product by the capi- 
talists, a form of capitalist exploitation. The quest for profit is the 
only driving force, the only aim of capitalist production. 

In contrast to this, profit under socialism is a form of surplus 
product which accrues to the working people, and to them only. 
It is the part of the surplus product which represents the income 
of a socialist enterprise. For that reason part of the profit is al- 
lotted for the general needs of the state and part for the needs of 
the enterprise and its personnel. Consequently, under socialism 
profit is a cost-accounting category. It expresses, on the one hand, 
the efficiency of the economic activity of each socialist enterprise, 
the degree to which it rationally utilises the material and man- 
power resources it received from the state; on the other hand, it is 
an economic instrument for developing socialist enterprises and 
materially stimulating their activity. 

As everyone knows, the main object of socialist production is to 
satisfy the people’s requirements. Socialist plans are subordinated 
to this aim. The plan of each enterprise is an inseparable part 
of the national economic plan. The profit of an enterprise and ma- 
terial incentives based on the profitableness indicator are econo- 
mic means designed to achieve the aim of socialist production. This 
means that measures reinforcing the role of profit and ensuring 
personal material interest in khozraschot by paying bonuses to 
the personnel of an enterprise in accordance with its profitable- 
ness, are socialist measures aimed at developing the economy and 
building communism. 

It follows that the use of commodity-money relations in social- 
ist construction is not a restoration of capitalist methods of mana- 
gement, as slanderers claim, but a means of tapping the poten- 
tialities and advantages of socialist economy in the interests of the 
people who are building communism. 
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IV 


Developing the material and technical basis of socialist so- 
ciety is regarded by Marxists-Leninists as the foundation for im- 
proving the whole aggregate of social relations, for raising 
the people’s material and cultural standards and creating condi- 
tions for the all-round, free development of the personality of each 
member of society. 

To consider poverty as the inevitable companion of the people 
throughout the period of socialism, to elevate poverty practically 
to a virtue means flagrantly to distort the aims of socialist cons- 
truction and to hand over to capitalism the monopoly of materia! 
progress. It is not the aim of the Communists to bring happiness 
to coming generations by subjecting the present generation to 
ascetic self-denial—they call for preparing a better future for suc- 
ceeding generations and at the same time do everything to make 
life happier and better for contemporaries. 

As socialism develops its basis—public ownership of the means 
and implements of production—and as the operation of its intrin- 
sic laws is extended, the increasing social homogeneity of society 
is ensured. 

If we are to consider the class tendency of the present economic 
reform, it must be said that in all its aspects it consistently reflects 
the common and fundamental interests of the working class, peas- 
antry and intelligentsia—the interests of the entire Soviet people; 
it extends and consolidates the economic basis of Soviet society 
and ensures favourable conditions for building the material and 
technical base of communism. 

The new possibilities and prospects of growth created by the 
economic reform enhance the leading role of the working class 
in communist construction, and substantially increase its econo- 
mic and technical assistance to agriculture. The new system of 
planning and managing production provides wide scope for crea- 
tive labour, for pioneering endeavour and initiative, for the peo- 
ple’s active participation in planning and managing social pro- 
duction. 

By creating conditions for the acceleration of scientific and 
technological progress, and for speedily making practical use of 
scientific discoveries, the economic reform facilitates the cultural 
and technical advance of the entire people and strengthens the 
alliance of the working class, peasantry and people’s intelligent- 
sia. 

The economic reform promotes the economic progress of all 
the fraternal Republics of the Soviet Union and reinforces their 
mutual economic ties, thereby further strengthening the friendship 
of the Soviet peoples. 

Under socialism, the need to distribute social labour between 
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different groups of the population, determined by modern produc- 
tion, does not lead, nor can it lead, to the formation of any strata 
enjoying special privileges, as is the case under ‘capitalism. 

Differentiated payment for work in accordance with its quan- 
tity and quality, practiced in socialist society, stems from the very 
essence of socialist production relations. Friedrich Engels stressed 
that the method of distribution essentially depends on the quantity 
of distributed products. As long as society is unable to produce 
them in abundance, distribution, according to Lenin, is a method, 
an instrument, a means for expanding production. The more pre- 
cisely wages are differentiated, the more fully the principle of so- 
cialism is applied, the greater the interest of workers in the re- 
sults of their labour and the faster the pace of social progress. 

The individual income of each member of socialist society is 
determined by his labour contribution to social production. In di- 
rect material production, in science, in administration and in the 
sphere of culture there are vocations requiring greater or lesser 
skills and, correspondingly, people who receive higher or lower 
wages. At the same time socialist society consistently combats 
any attempts to obtain unearned income. 

The Soviet Government’s measures in the sphere of wages, 
taxes, health services, development cf public consumption funds, 
housing construction, etc., are aimed at improving the well-being 
of the entire population, and primarily the part of the population 
receiving lower incomes. The proper organisation of wages and 
the increase in minimum wages, along with the partial abolition 
of the income tax led to a considerable rise in the incomes of 
workers in the lower brackets during the period of the seven-year 
plan (1959-1965). 

Implementation of the measures outlined for improving man- 
agement methods will ensure the consolidation and further de- 
velopment of the social homogeneity of Soviet society as it ad- 
vances towards communism. 

The measures elaborated for improving economic planning and 
management are fully in line with the interests of the Soviet peo- 
ple. They enhance the might of the Soviet Union in the decisive 
spheres of social life and material production; they consolidate 
the forces of social progress throughout the world and stimulate 
the development of the world revolutionary process. 


(Pravda, Editorial, January 14, 1966) 


UNDER THE NEW CONDITIONS 


by N. Baibakov 


The measures aimed at improving industrial management and 
planning and providing greater economic incentives to industrial 
production, adopted by the September 1965 Plenary Meeting of 
the Soviet Communist Party Central Committee, are in line with 
the requirements of the present stage in the development of the 
Soviet Union’s productive forces. They will allow a better use 
of the advantages of socialist economy; they will accelerate tech- 
nical progress and economic growth, improve the quality of goods, 
raise production efficiency and bring a further rise in the standard 
of living. 

These measures are a further development of the principles of 
socialist economy, which are based on enhancing the role of the 
people in production management, on combining personal in- 
centive with the lofty social consciousness of the builders of the 
new society. 

The 23rd Congress of the Soviet Communist Party outlined 
a specific programme of economic and cultural development, of 
raising the living standard of the people. Based on an objective 
appraisal of the level of production already attained and the pos- 
sibilities of expanded reproduction, the programme meets the 
growing demands of the population. Its implementation will mark 
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a major advance of the Soviel Union towards communism, and 
will strengthen its economic and defensive might. 

The basic tasks and provisions of the new five-year plan, set 
forth in the Directives of the 23rd Party Congress, were thoroughly 
discussed before and during ‘the Congress. They were wholeheart- 
edly approved by the Party and the people. The authors of the 
remarks and suggestions on the draft Directives sought to make 
the five-year plan more effective and realistic, to ensure the best 
possible use of the country’s resources. 

The main economic task of the five-year plan is “to ensure 
a major increase in industrial production and a steady and rapid 
growth of agricultural production in order to bring about a con- 
siderable rise in living standards and satisfy the material and 
cultural requirements of all the Soviet people, this to be brought 
about by utilising scientific and technical achievements, develop- 
ing all social production along industrial lines, raising its effi- 
ciency and enhancing labour productivity.” The target figures of 
the plan are in keeping with this thesis. The national income will 
grow by nearly 40% during the five years, and gross industrial 
output by 50%; the average annual volume of farm produce is to 
rise by 25%; capital investments will increase by 47%/, while la- 
bour productivity will rise 33-35°/) in industry, 35-40% in cons- 
truction and 40-45% in agriculture. Real wages will grow by 
30°, in 1966-70 compared to 20% in 1961-65, while the volume 
of retail trade will show a 43.5% increase as against 34%) in the 
previous five-year period. Housing construction will rise from 
300 million square metres to 400 million, while the consumption 
fund will grow by 70%. 

The new five-year plan proceeds from the Soviet Union’s great- 
ly increased economic potential, from its scientific and cultural 
achievements, the higher living standard of the people, greater 
production capacities and explored reserves of natural resources. 

The current five-year plan has been drawn up and will be car- 
ried out along with a radical economic reform now underway 
in the Soviet Union, aimed at improving economic planning and 
management. 

What then are the main trends in improving planning and in- 
dustrial management? 


Responsibility and Prestige of the Gosplan’ 


To begin with, sectoral planning of industrial production is 
being enhanced and simultaneously territorial planning of the 
location of productive forces is being improved. Centralised state 


Se of Gosudarstvenny planovy komitet (State Planning Com- 
mittee). 
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planning is to be combined rationally with broad economic ini- 
tiative of individual enterprises and greater economic incentive 
to industrial production. Enterprises are given greater freedom 
of operation. The assessment of an enterprise’s operation is chan- 
ged; it is now to be based on output sold, profit obtained and the 
major kinds of goods delivered according to the plan targets. Di- 
rect ties between enterprises are to be promoted on the basis of 
mutual material responsibility. The earnings of industrial workers 
will depend not only on their individual effort, but also on the 
overall results of the enterprise’s operation. 

Successful implementation of the measures designed to impro- 
ve planned industrial management will largely depend on cor- 
rect and timely reorganisation of the work of the ministries, Union 
Republics and supply and planning bodies on the basis of econo- 
mic methods of management. Their work must be organised so as 
to reveal the potentialities of the national economy and ensure 
their utilisation in the new five-year plan. 

Just criticism has been levelled at the planning techniques 
and the work of the planning agencies. Attention was drawn to 
the need for improving planning at all levels—from the enter- 
prise to the central planning agencies, for enhancing the role of 
the USSR Gosplan, its independence and authority in managing 
the economy. 

This obliges the USSR Gosplan, the Gosplans of the Union Re- 
publics and all other planning agencies, ministries and depart- 
ments to raise the scientific level of planning so that their plans 
take account of the requirements of the economic laws of social- 
ism, proceed solely from objective economic calculations 
and are fully substantiated and balanced, and that they provide 
for measures to obtain greater returns from capital investments 
and fixed assets. 

In the new conditions the USSR Gosplan, as the sole Union- 
Republican planning agency, must ensure proper organisation of 
the entire work of formulating scientifically substantiated plans of 
economic development. 

The USSR Gosplan is to play a bigger part and bear greater 
responsibility for laying down the main directions of the coun- 
try’s economic development, for drawing up scientifically based 
long-term and annual plans and for analysing the fulfilment of 
these plans. The USSR Gosplan, together with the Gosplans of 
the Union Republics and the ministries, must concentrate on im- 
plementing the economic reform and drafting concrete proposals 
for carrying out the measures outlined. 

One of the primary tasks of the USSR Gosplan is to improve 
the methodology of planning, prepare optimum plans, and work 
out variants of plan calculations with the help of electronic com- 
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puters. This is essential for raising the quality of plans, and mak- 
ing them more stable and economically efficacious. 

It is of primary importance in the immediate future to 
substantiate and secure rational proportions in the development 
of the national economy, as well as intrasectoral proportions. It is 
essential to change the relationship between the growth of indus- 
try and agriculture, between the output of means of production 
and consumer goods. This will promote faster growth of the 
national income. 

An important feature of the new five-year plan is more rapid 
development of industries manufaciuring consumer goods; this 
will bring their growth ralte closer to that of the production of 
means of production. Inadequate growth of the production of con- 
sumer goods in the last 10 years caused a disproportion in the coun- 
try’s economic development. The new five-year period will -see 
a marked improvement in the relationship between the growth of 
the production of means of production and the production of con- 
sumer goods. This will furnish material prerequisites for sharply 
raising the living standards. Rapid growth of consumer goods pro- 
duction will greatly enhance socialist accumulation, which is of 
exceptional importance now that material incentive is encouraged 
in all sectors of the economy. The rates of growth in the production 
of capital goods and the production of consumer goods will 
be brought closer through securing adequate and stable sources 
of raw materials for the light and food industries, through step- 
ping up the production of consumer goods (by heavy industries as 
well) and of the facilities and implements required by agriculture 
and consumer goods industries. 

Improvement of the proportion between the production of pro- 
ducer goods and consumer goods depends primarily on overcom- 
ing the shortcomings in agriculture and bringing its growth rates 
closer to those of industry. Vast material and financial re- 
sources are being allocated for this purpose. In the five-year period 
the collective and state farms will receive nearly 1,800 thousand 
tractors, 1,100 thousand lorries and large quantities of farm 
machinery. The production of mineral fertilizers will almost doub- 
le, reaching 55 million tons in 1970, while electric power consump- 
tion will amount to 65,000 million kwh, an increase of nearly 
200%. The state will invest 41,000 million rubles in agriculture or 
twice as much as during the last five-year period. Another 30,000 
million rubles will be spent for this purpose out of the collective 
farms’ own funds and from state credits. The share of capital in- 
vested in agriculture rises to 17.4% of overall capital investments, 
as against 11.3% in 1959-65. This forms a solid basis for the agri- 
cultural programme of the new five-year plan. 

Faster agricultural development and growing production of 
the chemical industry will favour the expansion of consumer goods 
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manufacture. The light and food industries will increasc 
their output by nearly 40% in the five-year period. The assort- 
ment of goods will be considerably enlarged and their quality 
will improve. Per capita consumption of meat and meat products 
will rise by 20-25%; milk and milk products, 15-18%; sugar, 25%; 
vegetable oil, 40-46%; textiles, clothing and knitted goods, 40%. 
The sharp increase in the output of the light and food industries 
will require substantial capital investments (130% more for the 
light industry). 

However, heavy industry remains the leading branch of the 
national economy, a guarantee of the country’s rapid economic 
growth and defensive might. In the current five-year period heavy 
industry will play a greater role in raising the living standards. 
The share of means of production earmarked for the consumer goods 
industries will grow, reaching 20% by the close of the five- 
year period. This means that old, inefficient equipment in the light 
and food industries will in many instances be replaced by modern, 
more efficient plant and that disproportions between various pro- 
ductions will be eliminated, which, in turn, will increase produc- 
tivity and improve the quality of goods. 

As for heavy industry, its leading branches will continue to 
develop at a fast rate. By 1970 the output of electric power will 
reach 830-850,000 million kwh, an increase of nearly 70%. Power 
available per worker is to grow 50% in industry and 200% in agri- 
culture. Oil production will rise by 46%, and gas production, by 
about 86%. The share of oil and gas in the overall fuel output will 
reach 60% as against 52% in 1965. Coal production will rise to 
665-675 million tons within the five-year period, priority being 
given to the mining of coking coal for metallurgical purposes. The 
share of coal obtained from open-cast mines will be about 28% 
of the total production of coal in 1970. 

The metallurgical industry will be given special priority. The 
output of steel will rise to 124-129 million tons, an increase of 
nearly 41%; rolled stock, to 95-99 million tons (38% increase); 
and tubes, to 14-15 million tons (61% increase). The assortment 
of steel products will grow. The output of cold-rolled sheet trans- 
former steel, various tubes and precision steel shapes will be 
sharply increased. Special attention will be given to the produc- 
tion of light metals, copper and rare metals. The output 
of aluminium will double, and copper production will increase by 
70%). The output of nickel, titanium and other non-ferrous, rare 
and precious metals will also expand. 

The rapid development of the chemical industry under the plan 
will help intensify agriculture, step up the output of consumer 
goods and promote technical progress in other branches of the na- 
tional economy. The production of chemicals will double in the 
five-year period, the output of mineral fertilizers will reach 62-65 
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million tons a year, while that of plastics will show an increase 
of about 180%. Investment of capital in the chemical! industry will 
double compared to the last five-year period. 

The engineering industry which forms the material basis of 
technological progress will retain its importance. The Directives 
provide for the equipment of industry and agriculture with up-to- 
date, highly efficient and economical machines, mechanisms, ap- 
paratus and instruments. The volume of enginecring and metal 
working will grow by 60-70%, priority being given to radioelectron- 
ics, instrumient making, machine-too!l manufacture and the manu- 
facture of equipment for the metallurgical, chemical, oil and gas 
industries. The production of equipment for the light and food 
industries will also grow considerably. 

To be able to develop the national economy and raise the liv- 
ing standard as envisaged by the plan capital construction amount- 
ing to nearly 310,000 million rubles must be carried out. Steps 
will be taken to radically improve the organisation of capital con- 
struction, to increase the production of building materials and 
other facilities. 

The USSR Gosplan and the Gosplans of the Union Republics 
must concentrate their efforts on a thorough elaboration of the ba- 
lance of the national economy and, above all, on such of its sec- 
tions as the balance of the social product and the national income, 
the balance of income and expenditure of the state and the popu- 
lation, the balance of manpower and material resources and indi- 
cators of the efficiency of social production. 

The role of long-term economic plans will grow in the new 
conditions; they will form the basis for scientific planning of the 
country’s economic growth. Five-year plans, as the basic form of 
state planning, must provide the requisites for a deeper technical 
and economic substantiation of the measures designed to ensure 
continuous expansion and improvement of production, wide ap- 
plication of advances in science and technology and optimum pro- 
portions in the development of economic sectors and areas of the 
country. 

To ensure a close tie between long-term and current plan- 
ning the targets of the five-year plan have been broken down by 
years. These targets will be made more specific in the annual 
plans, taking into account the actual economic development and 
changes in the resources and needs of the economy and the popu- 
lation. This presents greater demands in the elaboration of the 
five-year plans. They must be based not on approximate forecasts 
and subjective opinions of individuals, but rest on a profound 
analysis of economic processes and phenomena, on strictly scien- 
tific evaluation of and regard for the operation of objective laws. 
Only under these conditions will the plans be realistic. 
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Proper Combination of Sectoral 
and Territorial Planning 


The main trends in the development of science and technology 
have become a major component of the five-year plan. 

In the light of the new tasks confronting the economy it is 
necessary to raise the efficiency of scientific investigations and 
ensure the early application of discoveries made. This also ap- 
plies to economic sciences. Although economic research has 
been intensified somewhat in recent years, the problem of improv- 
ing methods of planning and economic stimulation of production 
is far from receiving adequate attention. Economic studies pro- 
ceed very slowly and frequently do not reach a stage making pos- 
sible the application.of results in planning and economic guidance. 
The USSR Gosplan, together with the USSR Academy of Scien- 
ces, the State Committee for Science and Technology and also mi- 
nistries, departments and Union Republics, has drawn up propo- 
sals aimed at furthering the application of scientific and technolo- 
gical achievements in the economy; it has formulated concrete as- 
signments for developing and introducing into industrial produc- 
tion highly efficient machinery and equipment, manufacturing pro- 
cesses and methods of organising production and labour. 

Acceleration of scientific and technological progress and the 
improvement of planning and management methods will speed up 
the growth of labour productivity, reduce production costs, en- 
hance profitableness and, consequently, increase the growth of the 
national income. 

There have been many shortcomings in sectoral planning in re- 
cent years. Today the ministries, possessing as they do the neces- 
sary opportunities and rights, will have to bear the responsibility 
for the production of the appropriate goods to cover the needs of 
the economy; they will have to draw up plans based on a thorough 
study of requirements, and make fuller use of available resources 
for increasing the output of high-quality goods with the minimum 
outlay of labour. 

It is one of the main tasks of the planning agencies and mini- 
stries to.achieve maximum improvement in the quality of output, 
to organise production of more efficient machines and equipment, 
raw materials and other supplies meeting consumers’ require- 
ments. 

While elevating the role of sectoral planning, it is also neces- 
sary to improve territorial planning so as to ensure the proper 
location of production forces by areas. Until very recently many 
questions concerning the territorial location of industry were decid- 
ed in the interests of the given economic.area, since the regional 
economic councils were primarily concerned with developing the 
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industry of their own area. As a result, correct proportions in the 
industrial development of the areas were disturbed and difficulties 
were created in meeting fuel and electric power needs, and provid- 
ing public services in some cities. In some regions manpower re- 
sources were used irrationally. 

The Gosplans of the Union Republics, in drawing up plans for 
industrial development and proposals concerning the plans of en- 
terprises subordinated to all-Union ministries, must proceed from 
the interests of the entire national-economy; they must make ma- 
ximum use of all their potentialities in order to advance the coun- 
try’s economy. At the same time the Republics now bear greater 
responsibility for proper coordination and comprehensive econom- 
ic development in each Republic and economic area. 

The Directives of the 23rd CPSU Congress outlined the basic 
trends in the location of production forces, priority being given to 
the development of the eastern and Central Asian regions. The 
fuel industry and power engineering, as well as power-based non- 
ferrous metallurgy and the chemical industry will expand rapidly 
in the eastern regions where there are immense power resources. 
The timber and pulp and paper industries will utilise the forest 
reserves of Siberia and the Far East. 

Exploitation of the natural resources in the eastern parts of 
the country will be mostly in the form of large industrial com- 
plexes. To avoid the mistakes made in the previous five-year plan, 
coordinated schedules have been drawn up for commissioning the 
entire complex of enterprises, electric stations, power transmission 
lines, and transport and communication facilities, as well as hous- 
ing, utility and welfare projects. 

Lack of local manpower has been retarding the development of 
productive forces in Siberia and the Far East. The target figures 
of the five-year plan for these areas will therefore provide for 
higher rates of raising the living standards compared to the Euro- 
pean regions. More capital will be invested there in the construc- 
tion of houses, schools, hospitals, kindergartens, créches and other 
utility and welfare’ facilities. 

More rational distribution of productive forces is characterised 
to a certain extent by the reduction of the average distance of car- 
go shipments resulting in a better proportion between the growth 
of industrial and agricultural production and the freight traffic. 
The average annual growth or industrial and farm production in 
the current five-year period is to be 7.6% against 6.6% in the last 
five years, while the annual increase in freight traffic will be re- 
duced from 8 to 6.5%. 

The new five-year plan provides for further economic progress 
of all the Union Republics in keeping with the Party’s Leninist 
nationalities policy, which is aimed at strengthening ‘the fraternal 
friendship of all the Soviet peoples. The five-year plans of the Uni- 
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on Republics will proceed from the economic possibilities and spe- 
cific conditions of each Republic, from the need to strengthen and 
improve economic ties between the Union Republics, and to take 
into account the interests of all the Soviet peoples. This approach 
to economic development will make for better distribution of pro- 
ductive forces; it will raise the efficiency of social production in 
the current five-year period. 

In these conditions, the role of the planning commissions of 
economic regions is substantially enhanced. Under the new in- 
dustrial management system their activity will help properly to 
combine sectoral and territorial planning. The commissions will 
concentrate on studying the economy of their respective areas, pro- 
moting specialisation in industry and agriculture, strengthening 
production ties between areas, and rationally utilising manpower 
resources. They are called upon to analyse the economic develop- 
ment of their areas, to control plan fulfilment, reveal bottlenecks 
and bring to light additional resources and production potentia- 
lities. Planning commissions must become competent assistants 
of the USSR Gosplan and the Gosplans of the Union Republics 
in drawing up correct and feasible plans. 

A major requisite for raising the level of planning is to staff 
the planning agencies, in the first place, the USSR Gosplan, 
with experienced and competent economists, planning specialists, 
engineers and scientists, who know well economics of produc- 
tion and the scientific and technological prospects of each sector 
of the economy. The USSR Gosplan must be an aggregate of 
competent people, experts, representatives of science and technolo- 
gy; it must possess the most exhaustive information for proper 
judgement of economic development prospects. 


Independence and Interest of Enterprises 


The improvement of industrial management and planning is 
combined with greater economic independence and initiative of 
enterprises on the basis of complete khozraschot. In fact, all these 
measures are links of a single chain, their ultimate aim being to 
accelerate economic growth and raise the efficiency of social pro- 
duction. 

The 1965 economic reform considerably reduces the number of 
plan indicators approved by the higher bodies. It is intended that 
all other plan indicators shall be elaborated by the enterprises 
themselves and used by planning agencies as reference material 
for plan formulation. 

Enterprises will themselves plan the volume of production and 
the detailed assortment of goods on the basis of the plan targets 
given them by higher organisations as well as orders accepted 
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directly from consumers or sales and trading organisations. The 
timely and rational cooperation of industrial enterprises with the 
suppliers of their raw materials and semi-manufactured goods and 
with the consumers of their finished products will be of great im- 
portance in implementing the new principles of planning and in- 
creasing economic independence of enterprises, with a view to fur- 
ther specialisation of production. Enterprises must strive to estab- 
lish these links with suppliers and consumers for longer periods. 
Enterprises will also independently draw up and implement meas- 
ures designed to improve production, replace obsolete equipment, 
introduce new techniques, eliminate bottlenecks and solve other 
problems by making non-centralised capital investments. 

The improvement of planning is closely associated with meas- 
ures providing economic incentives to make the workers more 
interested in the growth and improvement of industrial produc- 
tion. 

It is a fact that the old system of economic incentives was in- 
sufficiently conducive to the disclosure of internal production po- 
tentialities in the process of drawing up plans. Moreover, it often 
placed in a better position enterprises which drew up easy, under- 
stated plans that they overfulfilled without special effort, thus 
gaining the right to incentive and bonus funds. On the other hand, 
enterprises which undertook plans requiring all-out effort, enter- 
prises which produced new articles and improved the quality of 
goods, often found themselves in worse conditions and could not 
accumulate incentive and bonus funds. 

The new system of economic incentives is designed to make 
the personnel of an enterprise interested in setting higher plan 
targets which provide for the full use of productive assets, man- 
power, material and financial resources, improvements in tech- 
nology and higher quality of products. Of special importance in 
this connection are the changes in the existing system of profit 
distribution, the formation of incentive funds by allocations from 
profits and of a production development fund. It is expected that 
as production efficiency rises and the resources of an enterprise 
grow, the amount of profit left at its disposal for the development 
of production and material incentives to the workers will increase. 
The importance of profit in remuneration will rise, which will en- 
hance the interest of the workers in improving the end results 
of production. 

Another thing that will improve planning of production is the 
fact that bigger rewards will be given to enterprises for achieving 
better economic and financial indicators against those envisaged 
in the plan than for exceeding the plan indicators. 

The introduction of the new system of planning and economic 
stimulation in industry, greater incentive in agriculture, and im- 
proved planned guidance of other branches of the national economy 


23 


with due regard to their specific conditions—al] favour greater 
initiative of the workers and enhance their interest in accelerating 
the growth of production and labour productivity, in increasing the 
rate and amount of profit. 

The operation of industria] and transport enterprises in the 
first quarter of 1966 under the new system shows that it helps in 
revealing and utilising inner reserves of production. All of the 
43 enterprises operated on the new basis have overfulfilled the 
exacting obligations they assumed. The volume of sales increased 
12% compared to the same period last year. Twenty-five million 
rubles worth of goods have been sold over and above the plan. 
The enlarged profit target was fulfilled by 108%, eight million 
rubles being obtained in excess of the plan. As a result, the incen- 
tive and production development funds grew considerably and 
greater payments into the state budget were made. 

The measures aimed at raising economic incentives in agri- 
culture are already bearing fruit. For the first time in many years, 
the purchase plans for livestock products and for certain crops have 
been overfulfilled. In 1966-67 the new system of planning and 
economic stimulation will be gradually introduced into the main 
industries. Much is being done to strengthen economic incentives 
in collective farms, while state farms are to be placed on a com- 
plete khozraschot basis. 

The introduction of payment by enterprises for production as- 
sats is ian important factor for inducing better use of production 
capacity and circulating assets. The purpose of such payment 
is primarily to make enterprises economically interested in, and 
responsible for more efficient use of their productive assets and 
capital investments. The introduction of payment for assets will 
undoubtedly check the “appetites” of enterprises, economic organi- 
sations and ministries for bigger capital investments. All will 
know that capital investments are not given by the state free of 
charge but must be repaid from the income of the enterprises. 

The new conditions of industrial management and planning 
will heighten the initiative of the executives, engineers, techni- 
cians and workers of an enterprise and increase their material in- 
terest in more efficient operation, more effective use of fixed and 
circulating assets. 

Apprehension was expressed that extending the rights of en- 
terprises and providing greater economic stimuli to industrial pro- 
duction would entail a contraction of the sphere and influence 
of centralised planning. Such apprehension is unjustified. One 
should not forget that the state retains the primary instruments 
for the development of the country’s economy. The main targets 
for developing industrial production and the volume of capital 
investments will be exactly fixed in the national economic plans. 
The wages fund will be set and the main types of material resour- 
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ces will be allocated in a centralised way. Moreover, such an im- 
portant means of influencing enterprises’ economic activity as 
price-formation policy will remain in the hands of the state and 
the central planning agencies. 

Reinforcement of economic planning methods and reorganisa- 
tion of the system of workers’ material incentives require the clos- 
est approximation of prices to the level of the socially necessary 
labour outlays, the establishment of a proper correlation of prices 
for interchangeable goods with a view to stimulating technologi- 
cal progress and improving the quality of goods. New wholesale 
prices must be fixed on the basis of these requirements. They are 
to be elaborated by the State Committee on Prices of the USSR 
Gosplan with the participation of research institutions, ministries 
and departments. The same Committee and the Ministry of Finan- 
ce are working out the necessary adjustments in the existing pri- 
ces of goods in sectors where the new economic incentive system 
will first be introduced. 

Thus, the task is to refrain from superfluous guardianship 
and regulation of an enterprise’s plan by central bodies and to 
create conditions for stimulating the initiative of the personnel. 


First Steps 


The wide introduction of economic incentives implies an im- 
provement of economic ties both within and between enterprises. 
It demands fuller and deeper consideration of the operation of 
the law of value in all economic activity. We must fully take ac- 
count of this objective law in economic development plans so as 
to manage the economy more efficiently. 

The introduction and wide use of economic stimuli for the de- 
velopment of production will require extensive and intricate work 
on the part of all planning agencies. 

The USSR Gosplan, jointly with the USSR Ministry of Finan- 
ce, the State Committee on Labour and Wages, the USSR State 
Bank, the Construction Bank and the USSR Board of Statistics, 
has undertaken to draw up adetailed plan of organisational meas- 
ures to improve planning and provide greater economic stimuli 
to industrial production. This plan will contain proposals on the 
procedure and dates for drafting target figures and plan assign- 
ments, their approval and breakdown for individual enterprises; 
proposals on the lists of industrial goods and the indicators to be 
included in the summary plans of the ministries; the system of tech- 
nico-economic rates to be used in planning; instructions for sett- 
ing these rates and the procedure of approving them; the amounts 
of depreciation allowances going to the production development 
fund, taking into account the specific features of different indus- 
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tries; the rates of deductions from profit; the amounts to be paid 
for productive assets; the procedure for forming and using the in- 
centive fund and the fund for welfare services, as well as other 
proposals. 

This plan will also reflect the work done in preparing meth- 
odical instructions and making necessary studies as well as their 
summary and analysis. On the basis of methodical instructions, 
the ministries will draw up concrete regulations for applying in 
each sector the new principles of planning and material stimula- 
tion of industrial production. 

The technical and economic substantiation of plans must be 
improved, primarily by more thorough elaboration of balance cal- 
culations and planning rates and their wider use. It is necessary 
to fix standard periods for bringing production up. to the rated 
capacity, standard operating conditions and standards of produc- 
tivity of machines and equipment, rates of labour and financial 
outlays, consumption rates of raw materials and other supplies, 
fuel, electricity and other indicators. 

The new economic reform makes imperative further theoretical 
inquiry into the question of commodity-money relations, the law 
of value and ways of making a fuller use of its mechanism of op- 
eration in stimulating production, as well as into the scientific 
principles of price formation in the socialist economy. Close con- 
tacts of economics with practical planning are a major requisite of 
successful economic research. 

Soviet planning agencies now seek to draw up stable plan tar- 
gets and avoid frequent changes in approved assignments which 
disorganise the work of enterprises and reduce their efficiency. 

One of the major drawbacks of plans in the recent past was 
lack of balance between the output of production, capital con- 
struction and the supply of materials and technical facilities. To 
remedy the situation the USSR Gosplan has set up additional 
balance sections to ensure proper coordination between production 
plans and plans of distribution, and better utilisation of all eco- 
nomic resources. 

In the new conditions planning agencies systematically analyse 
the fulfilment of economic plans and take measures in good ti- 
me to prevent disproportion arising between sectors and between 
different categories of production. Checking the fulfilment of eco- 
nomic plans and constant analysis of the country’s economic deve- 
lopment will make it possible to reveal and bring into action in- 
ternal potentialities of sectors, ensure more efficient utilisation 
of equipment and bring to light new sources for raising labour 
productivity and increasing output. 

The USSR ministries and departments will have to play a big 
part in checking plan fulfilment. They must ensure a systematic 
and profound analvsis of the development of their respective sec- 
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tors and provide more efficient guidance in production. Ministries 
and departments must pay special attention to the strictest obser- 
vance of the interests of the state and production, to improving the 
organisation of production, verifying the fulfilment of government 
decisions and to enhancing the responsibility of each worker for 
the job entrusted to him. 

The more widely and vigorously all the working pcople of the 
country participate in implementing the reform, the greater its 
economic effect will be. It will enable us to reveal and utilise to 
the full the advantages of our social system, to develop the coun- 
try’s economy in the most rational, advantageous and progressive 
way. 

The decisions of the 23rd CPSU Congress, the reports made 
by L. Brezhnev and A. Kosygin and the Directives on the five-year 
plan open up great prospects of further strengthening the might 
of the Soviet state and raising the living standards of the people. 
The economic policy of our Leninist Party accords with the vital 
interests of our people, and Soviet planning agencies consider 
their main task to be the consistent and effective implementation 
of this policy through the elaboration and realisation of the eco- 


nomic plans. 
(Kommunist, No. 7, 1966) 


THE SECTORAL PRINCIPLE 
AND THE ECONOMIC REFORM 


by O. Nekrasov 


Reconstruction of industrial management is of great importance 
in the 1965 economic reform. It became necessary to change the 
system of managerial bodies because the territorial organisation 
of industrial management did not meet the requirements of techno- 
logical progress and the further development of production. 

The change-over to directing industrial enterprises through min- 
istries creates organisational conditions for early introduction of 
the measures outlined for further raising the efficiency of social 
production. But it would be wrong to regard the formation of min- 
istries as a simple return to the old system of management, as 
restoration of the former methods of directing technological poli- 
cy. The fundamentally new feature in industrial management is 
the substantial extension of the economic rights and independence 
of enterprises, the organisation of a system of management based 
on the further development of the principles of khozraschot and 
the utmost use of economic instruments. 

Economic Councils: New System and Old Practices. Shortcom- 
ings in the system of directing and planning the economic activity 
of industrial enterprises were manifested with utmost clarity in 
recent years after the formation of economic councils (1957). 
True, in some economic areas, particularly in those where the proc- 
ess of forming an industrial complex had not yet been completed, 
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the economic councils played a certain positive role. They help- 
ed establish rational production ties between enterprises in an 
economic area, improve production specialisation in certain types 
of goods and cut transportation expenses. 

But the organisation of economic councils did not solve the 
primary problem—to bring a radical improvement in guiding the 
operation of enterprises. This was because guidance was based 
on the existing system of planning the operation of enterprises. 
The old ministerial practice of planning for the enterprise, instead 
of at the enterprise, was preserved. The fact that up to 500 indica- 
tors were set in an enterprise’s annual plan naturally hampered 
its economic activity. Actually in these conditions the enterprises 
were unable to influence, even to a small extent, the 
framing of their plans, and the quality of the latter could not be 
sufficiently high. In the initial period the economic councils pro- 
duced a certain effect, but later, when attention was centred on 
intra-sectoral specialisation and the rational organisation of pro- 
duction ties between enterprises in the same sector but in differ- 
ent economic ares, the economic councils could no longer ensure 
the necessary flexibility in directing enterprises. The possibility of 
applying in production scientific and technological advances was 
sharply limited. This was due to the long lists of goods produced 
by enterprises under the jurisdiction of the economic councils, as 
well as differences in the nature of manufacturing processes aris- 
ing from technico-economic distinctions of sectors, a decline in 
the level of specialisation even at the biggest enterprises as a con- 
sequence of parochial tendencies and isolation in solving impor- 
tant national economic problems. 

The change-over to the new system of managing industrial en- 
terprises implies development of the principles of democratic cen- 
tralism—principles which require a combination of centralised sta- 
te planning with enhancement of the initiative and rights of en- 
terprises. 

An industry is a single production complex in which the 
main factors determining the development of production are or- 
ganically dovetailed. These factors are technological progress, ca- 
pital investments, productive assets, personnel and supply. Each 
industrial enterprise is a particle of the socialist economy. It is 
for this reason that the trend in developing the most progressive 
industries and the introduction of advanced techniques must be 
determined in a centralised way, taking into account the interests 
of the entire economy. This, naturally, does not imply ignoring the 
interests of individual enterprises. What is necessary is to elabo- 
rate and introduce a system of economic incentives which would 
make it profitable for each enterprise to do what is in line with the 
aims of the entire economy. — 
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It would be wrong, however, to examine the direction of enter- 
prises through ministries apart from the extension of the economic 
independence of the enterprises. This would mean merely a return 
to the organisation of management prior to 1957, which had se- 
rious shortcomings. Centralised, state planning from above with- 
out enhancing the initiative and rights of enterprises, counter- 
posing these major elements of democratic centralism, would pre- 
vent the establishment of a flexible system of management, and 
take into account changing conditions of economic activity. 

Guidance of industrial production must ensure the economic- 
ally efficient development of the most progressive sectors of the 
economy on a countrywide scale, as well as a single coordinated 
leadership of technological policy. The work of hundreds of thou- 
sands of industrial enterprises, designing and research organisa- 
tions must be based on a precise, well-balanced system of guid- 
ance. 

Guidance of the national economy must create the most 
favourable conditions for the expansion of production and ensure 
the economical use of all material and manpower resources. The 
change-over to directing industry through the ministries is being 
made in order to take the requirements of objective economic laws 
into account; its aim is to create the most favourable conditions 
for their operation. 

Requirements of Technological Progress. Another reason for 
the change-over to the new system of management is that the 
material and technical basis of certain industries does not corres- 
pond in full measure to the present-day requirements of technolo- 
gical progress. The main factors necessitating the economic re- 
form are the large quantities of obsolete equipment, the inade- 
quate mechanisation of certain processes, the limited scope of au- 
tomation, and delay in getting new equipment into full opera- 
tion and in launching new processes. 

The 1965 economic reform determined the new organisational 
structure of industrial management and brought the forms of man- 
agement into line with requirements for raising the efficiency 
of social production. The primary task of the new ministries is 
to develop scientific principles for applying a single technological 
policy, thus heightening the efficiency of social production. Their 
activity will be based on a ramified network of large sectoral as- 
sociations operating on a khozraschot basis. Various features may 
form the basis for the establishment of the new associations of 
industrial enterprises. These features follow from the production 
and technological distinctions of industries and the specialisation 
of production, as well as the nature of production links between 
enterprises in producing finished goods, based in the iron and 
steel industry on processes; in engineering, on specialisation in 
items or parts; and in the.chemical industry, on the comprehen- 
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sive use of raw material; and so on. 

Centralised planning of the economy enables society to use 
material and manpower resources for its most important needs. 
At the same time, the transition to the new management system 
creates favourable organisational conditions for applying a single 
technological policy, including the entire range of technological 
leadership of industry. Of great importance in this respect is im- 
provement made possible in designing enterprises and develop- 
ing new technology. Mistakes made in determining the specialisa- 
tion of designing and research institutes, and in having them ser- 
ve a wide range of enterprises in different industries greatly lo- 
wered the technical level of designs and models and their intro- 
duction frequently brought no reduction of production costs or rise 
in labour productivity. 

Inadequate coordination between sectoral designing offices 
and research organisations and lack of contact in their work re- 
sulted in the development of machines and instruments similar in 
purpose and technical characteristics, but different in design. This 
situation has arisen in almost all sectors of the economy, but it is 
most characteristic of engineering. Placing enterprises under the 
direction of economic councils made single technological leader- 
ship in the development and introduction of new technology in a 
sector impossible, and the natural consequence was duplication in 
the manufacture of certain goods. The Gorky Motor Works, for 
example, is producing the Gaz-53A lorry with a carrying capacity 
approximately the same as that of the Zil-130 put out by the Likha- 
chev Motor Works in Moscow. Goods produced by enterprises in 
other industries have similar technical characteristics. The Yaros- 
lavl Engine Works has independently developed a _ 150 
HP eight-cylinder tractor engine. A similar engine, but 
with different technical characteristics, has been designed at 
the Serp i Molot Plant of the Kharkov Economic Council. 
The result is that some parts of these engines are not standardis- 
ed, which causes serious difficulties in operation. The production 
of such goods inflicts great losses on the economy. A wide range 
of articles with common technical and operating characteristics, 
but having even the slightest differences in design, greatly com- 
plicates maintenance and repairs, and the manufacture of spare 
parts. Difficulties in the operation and maintenance of such ma- 
chines increase operating expenses and raise production costs in 
industries using these goods. 

Difficulties in arranging intra-sectoral specialisation when en- 
terprises were directed by the economic councils, limited the pos- 
sibility of standardising goods. At motor works built as enterprises 
embracing the entire cycle of motor vehicle manufacture, tens 
of thousands of parts are produced. The necessary technological 
and organisational conditions for introducing automatic produc- 
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tion lines and highly efficient machinery were lacking in many 
production sections. 

The use of standard designs and technical documents yields a 
particularly great economic effect in mass production industries; 
it makes it possible to cut the lists of items produced up to 90 per 
cent and creates conditions for the better use of available equip- 
ment and for the introduction of new technology. Automatic pro- 
duction lines based on standard assemblies and parts can be de- 
signed much faster. The average time needed for designing and 
manufacturing heavy metal-cutting machine tools for automatic 
production lines based on standard parts is from six to ten months 
and for light and medium weight, from four to six months. This is 
approximately one-sixth to one-eighth of the average time needed 
for designing and manufacturing automatic production lines, con- 
‘sisting of non-standard assemblies. Moreover, the cost of produc- 
tion is cut from one-half to two-thirds by saving on the design 
and on manufacture. The great economic advantage of such lines 
is the possibility of the repeated use of separate assemblies. 

The organisation of ministries also holds out big possibilities 
for reducing the time needed for designing new machinery and 
equipment. Lack of contact in the work of designing offices and 
research institutes, and insufficient concentration of highly skii- 
led personnel have lengthened the time needed for research and 
development. From two to three years are now required for the 
design and manufacture of a modern rolling mill. If we add the 
time needed for erecting and assembly work and the period of 
organising production and bringing output up to the rated capa- 
city, it comes out that by the time the mill is in full operation the 
design will already be obsolete. More than six years were taken 
up in designing and launching manufacture of the Zil-130 lorry; 
during this period the engineering ideas incorporated in the de- 
sign were to a certain extent outdated. 

Difficulties in designing enterprises are even greater. Calcula- 
tions made by the Institute of the Economics and Organisation of 
Industrial Production (Siberian Branch, USSR Academy of Sci- 
ences) show that of the total time spent on designing an enter- 
prise—from one to four years—from 60 to 80 per cent is taken up 
on formulating the design assignment and of that time from 40 
to 70 per cent is spent on obtaining approval of the design assign- 
ment. A design must be approved at 15-20 “levels”. Concentration 
of guidance of technological policy in the ministries will make it 
possible to alter the existing procedure for examining and approv- 
ing designs. 

One of the tasks of the new ministries is to guide the range of 
work to be carried out by designing organisations and research 
institutes in improving standard designing, unifying and standard- 
ising parts, assemblies and machines and in rapidly developing 
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the experimental facilities of these institulions. Moreover, it is 
necessary not only to reduce the time required for designing new 
machinery but also to improve the quality of the designs them- 
selves. The greatest effect will be obtained through integrated de- 
signing of new machinery, taking into account the productivity of 
the entire system of machines, and with thorough economic sub- 
stantiation of technical characteristics required. 

As a consequence of the lack of direct contact between design- 
ing organisations and industrial enterprises it often happened 
that costly and highly productive automatic lines were installed in 
sections where it was impossible to utilise their capacity, since 
output was limited by the capacity of contiguous sections. This low- 
ered the efficiency of capital investments and the actual saving 
from the new machinery was much below that calculated. 

The establishment of a production development fund from 
profits of enterprises creates favourable material conditions for 
eliminating these shortcomings. The funds enterprises will have 
for developing new technology will make for faster designing and 
improve its quality. 

Guidance of Construction. Much effort will be needed to elimi- 
nate shortcomings in the building of enterprises. The lengthy time 
consumed in construction has been repeatedly discussed in Soviet 
economic literature. An economic analysis of the work of construc- 
tion organisations, as well as repeated surveys of the way enter- 
prises are built in different sectors of the economy have brought 
out the main causes of these shortcomings, namely, dissipation of 
resources, a large proportion of uncompleted construction, insuf- 
ficient concentration of resources on major projects, flaws in plan- 
ning the supply of materials and machinery, and inadequate con- 
trol by the economic councils over the observance of construction 
schedules. Surveys conducted in recent years have shown that of 
77 large enterprises under construction in the engineering industry 
14 were started more than ten years ago; 19, from 8 to 10 years 
and 20, from 5 to 7 years. At 34 of the 51 farm machinery plants 
being reconstructed, work has been going on for more than 
eight years and they have used up less than half of the allotted 
money. 

At the beginning of 1960, more than 400,000 projects were un- 
der construction of which 100,000 were being financed under the 
state plan. Altogether about 4.5 million workers were engaged in 
building and assembly jobs, in other words, there were on the av- 
erage less than 11 people per project. Naturally a larger number 
of workers were engaged in building big enterprises. But on the 
whole these figures reveal not only the scale of construction work, 
but also the economic level of organisation of building work. A 
sharp increase in capital investments affords no evidence of their 
efficient use. The situation existing in a number of industries 
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where growth rates of output lag considerably behind the growth 
rates of capital investments speaks of a decline in the efficiency of 
production. 

This situation is to a large extent explained by shortcomings 
in guiding construction through the economic councils: their of- 
ficials cared not so much for completing construction projects 
already started, as for getting funds for new construction, not 
infrequently to the detriment of the economy. It was here that the 
adverse effects of management through the economic councils were 
especially striking. The financing of construction projects which 
were frequently of importance only for the given economic area, 
led to the dissipation of funds and hampered the building of large 
specialised enterprises. The setting up of small factories, produc- 
ing a wide assortment of goods and catering to the needs of small 
districts, impeded the introduction of highly productive machinery. 
These shortcomings in the organisation of construction are ex- 
plained by the fact that prior to 1963 the economic councils acted 
simultaneously as the contract-giver and the contractor, which 
greatly undermined economic control over the expenditure of the 
allocated funds. The reorganisation of the USSR State Construc- 
tion Committee in 1962 into a Union-Republican body responsible 
for the implementation of a single technological policy in construc- 
tion was a necessary step towards introducing centralised state 
planning and guidance of construction. The withdrawal of con- 
struction organisations from the jurisdiction of the economic coun- 
cils was based on a study of the consequences of these organisa- 
tions having been turned over to the economic councils, and it 
had a favourable effect. 

The sweeping scale of construction work in industry, which 
requires huge capital investments, 2lso largely explains the short- 
comings in the technological improvement of operating enterpri- 
ses. De-specialisation of some industrial enterprises handed over 
to the economic councils, caused by a desire to produce locally all 
the needed goods which earlier had been obtained by way of co- 
operation from other economic areas, led to the deterioration in a 
number of cases of the composition of fixed productive assets. 
Clearly inadequate attention was paid to technologically improv- 
ing operating enterprises and to the technological reconstruction 
of production. Yet, frequently the introduction of new, more produc- 
tive machinery provides an increase in output with smaller outlays 
than the building of new enterprises. An analysis of the composi- 
tion of fixed productive assets in the last 15 years shows that the 
share of the active part, that is, the value of equipment, in indus- 
trv as a whole has noticeably declined. At present it is approxi- 
mately 45 per cent in engineering. 

The reduction in the share of the value of equipment in the 
total value of fixed productive assets can only partly be explained 
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by changes in the location of industry, by an increase in capital 
investments in the construction of new enterprises in the eastern 
areas, where bigger investments in the erection of buildings and 
installations are needed. The main reason is insufficient invest- 
ment in the technical reconstruction of industry. In 1964, all out- 
lays in industry from the funds of enterprises for new technology 
and production development amounted only to 120 million rubles, 
plus 600 million rubles of bank credits, a total of 720 million ru- 
bles. In 1967, approximately 4,000 million rubles will be spent for 
these purposes, which will noticeably improve the composition 
of fixed productive assets in industry. 

The organisation of ministries, in combination with greater 
initiative of enterprises in the technological development of pro- 
duction and also the setting up of a production development fund 
at enterprises from profit and depreciation allowances, creates fa- 
vourable organisational and material conditions for raising the 
technological level of operating enterprises. 

Difficulties in centralised implementation of a single technolo- 
gical policy after 1957 lengthened the period required for bring- 
ing production at newly commissioned enterprises up to the rated 
capacity and making it economically efficient. This was one of the 
reasons for the decline in assct yield or the output/assets ratio. A 
survey of more than 600 enterprises in different industries, made 
by the Institute of the Economics and Organisation of Industrial 
Production (Siberian Branch, USSR Academy of Sciences), has 
shown that it takes from five to seven years for new plant to reach 
full-capacity efficient operation. To get a new enterprise going at 
rated capacity, and this applies to new plant in general, a certain 
lime is naturally needed to organise the manufacturing process, 
train personnel and carry out other measures. But it is an abnor- 
mal situation when the levels indicated in the designs are reached 
only after five or seven years. An analysis reveals that in a num- 
ber of industries the commissioned capacity is utilised during the 
first vear only to the extent of 50 or 60 per cent. Even if we take 
the short period of two years for designing an enterprise, two or 
three years for building and two years for the efficient organisa- 
tion of production, it comes out that from six to seven years pass 
from the start of designing, when technological decisions are 
taken, to the time an enterprise begins to operate at full ca- 
pacity. As a rule, equipment of greater productivity is developed 
during such a period, whose installation instead of the original 
would be economically justified. One of the main reasons for the 
existing situation is improper technological and organisational 
guidance during the construction of an enterprise and after its 
completion, and its commissioning with many imperfections. 

Planning Full-Capacity Operation of New Plant. Greater sti- 
mulation of the work of enterprises and the introduction of pay- 
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ment for assets, taking into account the normative periods required 
to reach efficient full-capacity production of new plant, confront 
the new ministries and khozraschot organisations under their 
jurisdiction with a number of problems whose solution wil! help 
raise the asset yield in different industries. In addition to working 
out and specifying rational periods for designing and construct- 
ing enterprises and also substantiated periods for attaining effi- 
cient full-capacity operation of the commissioned plant, one of the 
important tasks of the ministries must be rendering technical 
assistance to new enterprises, staffing them with competent 
personnel, providing the necessary technical documents and exer- 
cising control over the proper operation of the commissioned en- 
terprises. 

The former practice of planning production without full account 
of the actual productive capacity of an enterprise and also insuf- 
ficient contro! after the completion of construction over the at- 
tainment of the planned level for the use of fixed assets and the 
level of production costs and labour productivity envisaged in the 
design, becomes impossible in the new conditions of industrial 
management. Failure to reach efficient operation of new enterpri- 
ses at full capacity in the scheduled time—something that was 
“theoretically” justified by certain executives of enterprises and 
economic councils on the grounds of its widespread nature—loses 
its clearly non-economic basis. 

After the completion of construction, payment for the newly 
commissioned fixed assets will not be introduced at once but 
upon the expiration of an economically justified period for attain- 
ing full capacity. If an enterprise fails to do so in the set period, 
this will at once tell on the amount of profit and, consequently, 
on the size of the incentive fund. 

Accumulated experience shows that many enterprises reach 
full-capacity operation of new plant quite swiftly. Blast furnace 
No. 3 of the Cherepovets Iron and Steel Plant was commissioned 
in July 1962 and in 1963 exceeded the rated capacity. The super- 
phosphate department of the Kedai Chemical Works, commission- 
ed at the end of 1963, operated at capacity in January 1964. The 
sulphuric acid shop at the Sumy Chemical Works attained rated 
capacity ahead of schedule. These and many other examples prove 
that normally operating enterprises can cope with the schedules 
for operating new plant. This, however, does not release khoz- 
raschot organisations of ministries from rendering technical assis- 
tance to new enterprises. The possibility of summarising experi- 
ence in operating new plant and reaching full capacity in industry 
enables the corresponding ministry to frame scientific recommen- 
dations promoting the effective solution of this major economic 
‘problem. 

Efficiency of capital investments in building new factories and 
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technologically improving operating enterprises depends on the 
level of their ‘use in the production process. An increase in com- 
modity output and profit per ruble of fixed assets are the basic 
indicators of the efficiency of capital investments. 

The change-over to the new system of industrial management 
through ministries is of great importance for improving the use 
of fixed productive assets. The introduction of payment for assets 
economically stimulates enterprises to use them more’ efficiently. 
One of the cardinal tasks of the new ministries is the early clabo- 
ration of scientifically substantiated rates of payment for assets. 

A solution of this problem under the existing price-formation 
system would be quite complicated. Shortcomings in price for- 
mation, the sharply differing level of profitableness in different 
sectors of the economy, which is frequently caused by the unjusti- 
fiably high or low prices of some industrial goods, preclude the 
establishment of a single rate of payment for assets for all indus- 
tries. For the same reasons the possibility of establishing single 
sectoral rates is also quite doubtful. Considerable fluctuations in 
the level of profitableness of enterprises even within one sector 
(and these fluctuations must be considered because profit is the 
source of payment for assets) suggest as the most probable solu- 
tion the establishment of rates of payment for assets by groups 
of enterprises, using the existing level of profitableness as the 
criterion for grouping them. When the economic councils had a 
multi-sectoral range of enterprises under their jurisdiction it was 
hardly possible to carry out this measure because serious mis- 
takes: would have been practically unavoidable. With a sectoral 
approach the problem is simplified but in this case too careful 
economic analysis and checking of the rates set are needed. 

In the new conditions of industrial management the question 
of improving the quality of goods must be approached in a new 
way. Elaboration of the principles of economically regulating the 
quality of output demands a revision of prices for higher quality 
goods. The economic effectiveness of raising the quality of goods 
is determined by the fact that as a result less capital investments 
will be needed than to manufacture a quantity of old-quality goods 
needed to satisfy the same requirements. 

One of the major elements of technological policy is to elabo- 
rate a system of measures stimulating enterprises to improve the 
quality of the output. An analysis of shortcomings in the econo- 
mic stimulation of higher quality has made it possible to outline 
the main ways for overcoming them. Under the old conditions enter- 
prises, that improved the quality of goods often acted contrary to 
their own economic interests. The production of high-quality 
goods as a rule requires additional material and labour outlays. 
But the operating price system in no way li:ked the economic: 
results of work by the personnel of an enterprise with an improve- 
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ment in the quality of output. As a result, a factory which 
launched the production of new goods found itself in a worse 
position than enterprises producing obsolete goods. Consequently, 
when ministries plan the quality of goods produced by enterprises 
in their sectors, it is their task to work out and introduce a system 
of measures ensuring both the technological and economic con- 
ditions for regulating the quality of goods. 

Problem of Intra-Sectoral Specialisation. The old system of 
industrial management through the economic councils led to 
serious shortcomings in sectoral differentiation and intra-sectoral 
specialisation, which are forms of the social division of labour. 
The possibilities of further developing cooperation between enter- 
prises within sectors and deepening intra-sectoral specialisation 
of enterprises were confined to the bounds of an economic council. 
The system of territorial management of enterprises hampered 
the shaping of a progressive intra-sectoral structure of production 
and led to violation of the requirements of a single technological 
policy. 

At a number of big specialised factories production was shifted 
in recent years to meet the needs of economic areas and this led 
to the appearance of elements of universalism and diversified 
lists of products, an increase in the number of universal enterpri- 
ses. The situation became especially unfavourable in the organisa- 
tion of specialised manufacture of tools, fixtures and spare parts 
and the organisation of overhauling. The share of specialised tool 
plants in the total output of tools is now about 30 per cent. The 
value of tools manufactured by specialised plants is only one per 
cent of the total value of output by the engineering and metal- 
working industries. This involves big losses to the economy be- 
cause the production of tools at non-specialised plants is two or 
three times more expensive than at specialised enterprises. 

A similar situation has arisen in general overhauling. Almost 
25 per cent of capital investments in the economy are spent an- 
nually on all types of maintenance and overhauling of the operat- 
ing machines and equipment. The importance of this problem is 
indicated by the fact that about 29 per cent of all workers in 
engineering and metal-working and about 30 per cent of the metal- 
cutting machine tools are engaged in maintenance and overhaul- 
ing (besides workers and the corresponding equipment taken up 
in manufacturing spare parts at engineering plants). The share 
of rolled stock consumed in engineering for maintenance and 
overhauls is approximately 15 per cent of its total consumption in 
this industry. 

Management of industry through the economic councils ham- 
pered specialisation in the manufacture of tools, fixtures, spare 
parts and the organisation of general overhauls on a centralised, 
countrywide scale. The organisation of manufacture of a number 


38 


of items used in differen! sectors at small non-specialised factories 
prevented the singling out and organisation of tool production 
and general overhauls as independent sectors of the economy. The 
change-over to the new system of management creates favourable 
economic conditions for solving this major economic problem. 

The formation of ministries and the extension of the rights of 
enterprises are also of great significance for improving the struc- 
ture of social production. The new system of management will 
help establish optimum proportions in developing the basic sectors 
of the economy. Rational combination of centralised sectoral 
management of industry and the further development of the sys- 
tem of direct economic contracts, under which enterprises will 
seck to establish relations with nearby allied factories will make 
it possible to shape the most progressive inter-sectoral propor- 
tions and production ties. 

All these considerations demonstrate the indisputable advisa- 
bility and timeliness of the 1965 economic reform. 


(Voprosy Ekonomiki, No. 11, 1965) 


DIRECTING TECHNOLOGICAL 
PROGRESS 


by L. Gatovsky 


The Soviet Union’s immense successes in scientific and tech- 
nological progress are generally known. The USSR holds leading 
positions in a number of the major and most promising trends. 
The productive facilities of the economy are being steadily im- 
proved technically. The introduction of new technology is proceed- 
ing on a wide scale, which yields a substantial economic effect. 

How can the advantages of the socialist economic system be 
used best for accelerating scientific and technological progress 
and enhancing its economic efficiency? 

In the conditions of the present scientific and technological 
revolution planning of scientific and technological progress is 
objectively called upon to become the chief element in the entire 
system of national economic planning. But so far this element is 
probably the most lagging in the entire range of national econo- 
mic planning, in the entire system of materially stimulating 
production. 

The main problem of the new five-year plan is to accelerate 
the growth of the national income and the productivity of social 
labour and to increase the asset yield. This above all requires the 
acceleration of technological progress and the enhancing of its 
economic efficiency and, consequently, serious improvement in its 
planning and economic stimulation. 
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Forecasts and Comprehensive Planning 


In present-day conditions long-term forecasts of scientific and 
technological progress are necessary guidelines for long-term 
planning of production; technology and capital construction, and 
such forecasts must be made in comprehensive coordination with 
all sections of the national economic development plan. Today it 
is no longer possible to confine an analysis of the prospects of 
production, technology and society’s needs to a five-year period. 
Without long-term forecasts it is impossible to determine tech- 
nological policy with adequate scientific substantiation, impossible 
to determine the development of sectors and inter-sectoral ties, 
as well as regional complexes, and the specialisation and coope- 
ration of areas. Such forecasts are needed for choosing effective 
directions in technological development, capital investment and 
structural shifts in production. They must be supplemented by 
general long-term schedules for the location of productive forces 
and by long-range demographic forecasts. 

Comprehensive technological plans—and they are lacking so 
far—are essential for the planning of production and the instal- 
lation of new equipment. 

In the first place it is necessary to overcome a certain lack 
of coordination in planning the manufacture of equipment both 
within a given sector and on an inter-sectoral scale. Today, for 
example, the output of individual types of machines is set without 
duly taking into account all relationships between the production 
of various kinds of equipment. Long-term comprehensive planning 
of operating equipment and its structure has as yet not been pro- 
perly organised. This leads to disproportions in the structure of 
plant and consequently to much downtime of machinery, to an 
increase in uninstalled and unutilised equipment, to lengthening 
the period for mastering new enterprises and for the recoupment 
of new plant. 

What is particularly important is to draw up a long-range 
schedule of the country’s operating plant, its level and structure, 
qualitative characteristics and quantitative proportions in the light 
of science’s present-day achievements and prospects. This is ur- 
gently needed for comprehensive planning of the entire manufac- 
turing process, of research and development work and for raising 
the efficiency of social production. 

The necessary coordination between the production of equip- 
ment and the requirements of sectors and consuming enterprises 
is lacking so far. For this reason the introduction of unified tech- 
nological plans of related sectors—suppliers and consumers— 
would be of great importance. For example, in the metallurgy-en- 
gineering complex this would create big internal potentialities for 
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eliminating metal losses and reducing the weight of machines, for 
changing over to a new, progressive assortment meeting present- 
day engineering requirements, for increasing the share of sheet 
metal, special economical shapes, etc. 

As sectoral planning is consolidated and developed, it is highly 
important to ensure a comprehensive inter-sectoral approach to 
framing and applying technological policy. 

In the second place, comprehensive planning of technology and 
manpower resources is particularly essential in the new five-year 
plan. Without a combination of these elements, technological 
progress will encounter serious limitations. We must devise an 
effective mechanism for combining technological progress with 
the most rational use of manpower resources. This calls for corres- 
ponding organisation of the planning, accounting, allocating and 
training of manpower resources released in some sections and 
channelled into other sections on a fully voluntary basis and with 
appropriate material incentives. Attention should be drawn to 
this sphere because in the new conditions the number of workers 
will be determined by the enterprises themselves. 


It is exceedingly important that simultaneously with the 
development of new categories of production and technology, the 
training and retraining of the necessary personnel should be 
organised. Experience shows that it will be necessary to heigh- 
ten the role of special educational establishments and full-time 
courses in such training. 

Comprehensive planning of technological progress and its 
coordination with the entire planning system is a fundamental 
problem of the theory and practice of socialist reproduction. 


How to Combine Technology and Economy 


To ensure the unity of technology and economy is a prime 
demand made of planning. If this is not observed it results in 
discrepancy between scientific and technological projects and the 
actual production and financial conditions for their realisa- 
tion, that is, the possibility of providing such plans with the 
necessary material and manpower resources and capital invest- 
ments. 

New machinery is often installed in an unsuitable technical 
and production environment because the necessary preparations 
in the enterprise, shop or section have not been made. At times 
the new plant is not in line with the planned volume and structure 
of production. This reduces the economic effect from technolo- 
gical progress. 
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New technology often yields the greatest effect if the corres- 
ponding production and economic conditions for using it are creat- 
ed in good time and its proper coordination with the production 
plans, economic indicators and prospects for the development of 
the given sector or enterprise is ensured. It is the divorce of tech- 
nology from economy that in some cases largely explains the 
inefficiency of automatic production lines. Many of them have long 
recoupment periods. 

The organic incorporation of technological development plans 
in the system of production planning, and the creation and im- 
provement of a planning and khozraschot mechanism that would 
ensure the effective link-up of technology with economy, re- 
quire not only organisational measures but also serious theoreti- 
cal work by scientists—representatives of both particular econo- 
mic sciences and political economy. Study of the interaction of 
production relations and productive forces, of economy and 
technology, is one of the most important problems of economic 
theory. 

Special mention should be made of the unsatisfactory state of 
calculating and planning the economic efficiency of technology. 
It is necessary to introduce a state system making it obligatory 
to take into account economic efficiency in planning production 
and in introducing new technology. 

At present, economic efficiency, as a rule, is calculated only 
in order to pay bonuses for a limited range of measures, but in 
the planning system itself this calculation is not obligatory. 

It is necessary to implement the decision on a plan indicator 
covering the introduction of new technology so that planning and 
assessing the work of enterprises in the sphere of technological 
progress is done on the basis of the economic effect gained by the 
national economy from applying the planned measures. This would 
greatly improve the existing situation where the introduction of 
new technology is, in fact, formally estimated :according to the 
“number of measures”: such a “measure” may be of great practical 
importante or insignificant, not associated with a real advance in 
technology and manufacturing processes. 

It goes without saying that the methodology of calculating the 
efficiency of new technology must be speedily improved. Today 
economic calculations are at times made arbitrarily. 

For example, account is taken only of current outlays, “losing 
sight” of capital investmen'ts. The result is a distorted picture of 
efficiency, and this leads to an obviously wrong orientation in 
technological development. It is wrong when the efficiency of 
equipment is not estimated over a number of years but only as 
regards immediate results. 

It is also necessary to differentiate between the economic effect 
the new technology may give society (comparing the expected 
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result with the actual socially necessary outlays) and the artificial 
“profitableness” and “‘unprofitableness” of new technology result- 
ing from shortcomings in the present price system. 

That is why the contemplated reform of wholesale prices and 
a consistent estimation of the assets/output ratio will make it 
possible to establish an effective system of price formation for. new 
and old technology. This is one of the main requisites for a proper 
comparative analysis of the real economic efficiency of trends in 
technological progress. 

A number of important measures have been taken recently in 
order to set up a system of effective economic stimulation of tech- 
nological progress. But here too there are still many outstanding 
problems. Not infrequently the introduction of new technology 
does not lead to an improvement in the operating results of an 
enterprise but to a worsening and a decline in its profitableness, 
this being largely due to defects in price formation. 

A survey of 50 engineering works in Moscow and Leningrad 
conducted by the Institute of Economics of the USSR Academy of 
Sciences in 1963 showed that an increase in the share of new pro- 
ducts from 20 to 60 per cent was accompanied by a decline in the 
level of profitableness from 32.7 to 8.9 per cent. A similar tenden- 
cy was brought out by a survey of 52 engineering works in the 
Central Urals, where an increase in the share of new goods from 
10 to 50 per cent resulted in a decline in profitableness from 27 to 
11 per cent. Naturally this tendency must not be considered a 
governing principle—there are also opposite tendencies—but it 
must be given serious consideration. 

The incentive fund for the introduction of new technology is 
only about one-fourth of the sum of the incentives given for 
the general operating results of an enterprise. Hence there is a 
natural interest in restraining the introduction of new plant when 
it worsens the general operating results of an enterprise. 

With the extension of the economic rights and initiative of 
enterprises and associations, a decision whether to introduce certain 
new plant or not will depend on them themselves to a much 
greater extent. Profitableness will become the main criterion in 
deciding such questions. 

In this connection, a range of measures must be carried out: 
improvement of the entire system of planning technology in com- 
bination with planning production and capital investments on the 
basis of the economic efficiency criterion; a reform of prices; cur- 
rent stimulation of technological progress through the price sys- 
tem; expansion and more efficient use of funds for the develop- 
ment of technology, etc. Implementation of these measures will 
place the development of new technology on a sound basis of full 
khozraschot and profitableness. 
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New Technology and Capital Construction 


The biggest sources for accelerating the introduction of new 
technology and enhancing its economic efficiency lic in a substan- 
tial improvement in planning capital investments and capital con- 
struction. This presupposes the elimination of three interconnected 
phenomena: 


1) the long duration of the period from the start of designing 
a new enterprise up to full-capacity operation, which entails a 
considerable obsolescence of the new plant; 

2) the structure of capital investments is such that the repla- 
cement of obsolete equipment with new, more efficient, is retarded: 
too great an amount of resources is used for overhauling and res- 
toring old plant and relatively insufficient resources remain for 
expanding production and developing new technology; 


3) each new machine and its introduction are too expensive 
so far. Since the total sum of available resources is limited by the 
size of the gross social product and the national iricome, the real 
economic possibilities of accelerating technological progress are 
thus narrowed down. 

What happens is that the introduction and use of new technolo- 
vy is “tied down” to long periods of building new enterprises and 
getting them to: operate efficiently and its cost is sharply increas- 
ed by the exceedingly high construction outlays. The loss in time 
(the obsolescence of plant, its non-utilisation over a long period 
until the new project is commissioned) and the loss in outlays 
(adding the high cost of building enterprises to the cost of plant) 
in fact merge here, reducing the economic efficiency of new techno- 
Jogy and increasing its actual recoupment pcriods. 

The share of the active part of fixed assets (equipment) in their 
total sum is a major factor in the efficiency of social production. 
The less society spends on the “passive” part of the fixed assets 
(building and structures) per ruble of equipment, the more resourc- 
es it releases for the development of technology and, consequent- 
ly, for increasing labour productivity and raising standards of 
jiving. 

The tendency to increase the share of equipment in total fixed 
assets must prevail in the coming five years. This can be achieved 
by an integrated system of measures: increasing the share of new 
plant which goes for replacing obsolete equipment at operating 
enterprises; reducing the cost of construction; and lastly, increas- 
ing “the density” of equipment. 

An important reason for the long periods and high cost of 
capital construction is rooted in the divorcing of capital construc- 
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tion plans from the provision of the necessary materials and 
equipment for their implementation. The sum of planned capital 
investments exceeds the actual volume of production going to 
cover these investments. Such discrepancy adversely affects eco- 
nomic growth rates and inevitably leads to a dispersal of capi- 
tal investments, dragging out construction periods and incre- 
asing the volume of uncompleted construction and unutilised 
equipment. 

From this it follows that one of the decisive requisites for ac- 
celerating technological progress and its economic efficiency is to 
bring capital construction plans into line with the material resourc- 
es available. This is an intricate and difficult process which must 
be consistently carried out in the coming five years, primarily by 
a certain reallocation of resources and their priority concentration 
on the early completion of projects slated for commissioning. This 
presupposes in some cases the halting of the least effective cons- 
truction projects and utilising the resources freed for other pur- 
poses. In so doing backlog of capital construction for the future 
must naturally be ensured. 


Such a purposeful concentration of capital investments will 
bring a huge saving of resources, accelerate the recoupment of in- 
vestments, cut construction costs and yield a saving in time. This 
will provide additional sources of funds for accelerating growth 
rates and introducing new technology. The material basis 
for building up a backlog for future capital construction jobs will 
become wider and more tangible. 


A proper, economically substantiated combination of building 
large, medium-size and small enterprises is essential for reducing 
the cost and accelerating the construction of new enterprises 
and their commissioning to full capacity, the installation of new 
plant and cutting the period for the recoupment of capital 
investments. 


Large and mammoth enterprises are the main vehicles of tech- 
nological progress, its chief links. In many cases it is only there 
that problems of introducing new plant can be technically and 
economically solved. But a definite place must be assigned to 
medium-size and small enterprises in the development of produc- 
tion and technology. Their building, moreover, will make it pos- 
sible to obtain an effect more quickly. 


An analysis of the concentration of Soviet industry shows 
that at times the building of small enterprises has been exces- 
sively restricted. This restrains the growth of the asset yield, 
retards construction and drags out the recoupment of capital 
investment and new equipment. We naturally mean medium-size 
and small establishments which are highly specialised and equip- 
ped with relatively new plant. 
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Capital Construction Plans 
and Material Supply 


One of the reasons for the existing discrepancy between 
capital investment plans and their material coverage is the 
shortcomings in the system of designing and making estimates, 
the gap between the estimated and actual cost of construction. 
The latter is often from 50 to 100 per cent above the estimate; 
the cost of many large construction projects has been two or three 
times higher than planned. Yet the material supply of construc- 
tion projects is usually planned on the basis of the estimated 
costs. 

The existing incentives for designing organisations, far from 
preventing this practice, contribute not a little to its flourishing. 
They become interested in an artificial lowering of the estimated 
cost of construction which exists only on paper, and in effect, bear 
no material responsibility for the actual high outlays which are 
really incorporated in the design though in a concealed way. 

Without eliminating the gap between the estimated and actual 
cost of construction, capital construction plans and their material 
coverage cannot be balanced. A change in the system of incentives 
can play an important part in this respect. In industry the present 
criterion for assessing operations and giving rewards is not simp- 
ly the production of goods but their sale, and similarly the ac- 
tivity of designing and building organisations should be assessed 
and rewarded on the basis of the end resui!ts of the work (natural- 
ly those which depend on them). 

The main thing in the system of incentives for building or- 
ganisations should not be to encourage a high level of expenditure 
(the volume of work as an end in itself) but rather the actual 
results and a reduction in the pericd of completing the project. 

Both material incentives to achieving the full utilisation of new 
plant and material fines for failure to keep within schedules are 
important here. 

In our opinion, it would be advisable to apply in a number 
of industries the system introduced in the chemical industry of 
rewarding the personnel of enterprises for quickly attaining 
full-capacity operation. 

It is important to provide organisational and economic con- 
ditions enabling enterprises to exercise the right to sell super- 
fluous equipment and use the money for capital investments over 
and above plan, and for replacing obsolete equipment. 

It would be useful to introduce a number of new elements 
into the plans of production and sale of equipment. We refer 
to the growing purchase of equipment by enterprises with money 
from their development fund. It would be advisable gradually 
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to extend the system of orders for special equipment and organise 
a network of district centres for the sale of general-purpose ma- 
chines. 

In our opinion, a special khozraschot organisation should be 
set up for the disposal of superfluous plant, including obsolete 
equipment, its overhauling, modernisation and sale. Such a trust 
existed in the Soviet Union in the 1930s. Wide exchange of in- 
formation about superfluous equipment should be arranged. 

It is exceedingly important that the question of the role and 
place of overhauling equipment should be properly settled. The 
situation should be such that overhauling is combined with tech- 
nological progress and the normal process of renewing equipment, 
that it should not hinder but promote the introduction of new tech- 
nology. But in practice, however, the following tendencies have 
been’ revealed: 

Firstly, the sphere of overhauling has obviously been inflated 
to the detriment of technological progress; it diverts large resour- 
ces which could and should go for the development and introduc- 
tion of new technology. 

What is known as restorative overhauling is practiced on 
a huge scale under the guise of general overhauls: obsolete equip- 
ment is put back into operation several times, though remaining 
on a technical basis long out of date. The inflation of restorative 
overhauling by itself artificially increases the need of general 
overhauls. 

Diversion of excessive resources to repairs reduces the funds 
available for development of new plant while the shortage of new 
plant leads to an increase in the volume of repair work. 

Secondly, repairing facilities are exceedingly dispersed and 
largely based on handicraft production of spare parts and details. 
Repeated repairs of worn-out parts instead of their replacement 
by new, is widespread—a result of the lag in the production of 
spare parts. In the USSR it constitutes only one per cent of the 
total output of the machine-tool industry, while in a number of 
developed capitalist countries it exceeds ten per cent. The low 
efficiency of overhauls raises their cost tremendously. 

Urgent tasks in normalising the situation as regards mainte- 
nance and repairs make necessary: 

an increase in the proportion of renewal of equipment to res- 
torative overhauling; 

a reduction in the share of all general overhauling by in- 
creasing the quality of goods, raising the efficiency of repairs and 
lowering their cost, as well as by the specialisation, concentration 
and better organisation of repair work; 

a change in the nature of repairs, by increasing the replace- 
ment of worn-out parts by new ones. This involves the organisa- 
tion of mass production of spare parts. 
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In the forthcoming five years we should gradually, as the pro- 
duction conditions are created, change the ratio between outlays 
on general overhauling and the replacement of obsolete equip- 
ment. An increase in the rates of de-commissioning of equipment 
will gradually creale the necessary conditions for the gradual 
reduction in the normative number of general overhauls. This 
should be reflected in plans for the production and allocation of 
equipment. 

A number of important measures crealing a system of effective 
economic stimulation of technological progress were recently 
adopted, but the problem has not been fully solved. Shortcomings 
in planning and the economic backing of technological progress 
can largely be eliminated in the next five years. This undoubtedly 
will greatly enhance the utilisation of the advantages of the socia- 
list economic system, raise the efficiency of social production and 
make it possible, on this basis, to accelerate improvement in the 
people’s welfare. 


(Ekonomicheskaya Gazeta, No. 48, December, 1965) 


PLAN, DIRECT TIES 
AND PROFITABLENESS 


by Y. Liberman 
I 


The 1965 economic reform embodies one of the primary prin- 
ciples of the socialist economy: what is of benefit to society must 
be of benefit to each enterprise, to each worker. And this will be 
attained through the consistent application of the principle of 
democratic centralism which demands a combination of planning 
and khozraschot. 

It is useful to examine whether plan and khozraschot are “com- 
patible.” The point is, first, how centralised planning of the out- 
put sold is made compatible with direct contract ties between 
enterprises and, second, how centralised planning of output and 
planned price formation is made compatible with the striving of 
enterprises to operate at a profit. 

In the course of the discussion held some time ago certain 
Soviet economists did not agree that in our socialist system both 
these principles are not only compatible but even inconceivable 
one without the other. They thought that since there was centralis- 
ed planning of production, direct ties between enterprises were to 
no purpose. These ties, they claimed, hampered the guiding func- 
tion of planning and ran counter to it. 

The 1965 economic reform makes planning of output and direct 


contract ties between enterprises compatible and essential. Cent- 
ralised planning must not be identified with giving precise orders 
as to what articles in a vast list and in what quantities must be 
produced at each enterprise. Such a system would only clog up 
the planning channels and make planning vulnerable in face of 
the immense diversity and endless change in concrete needs. 

Scientific planning by no means implies the centralisation of 
all assignments as regards assortinent. This is a very primitive 
idea of the essence of socialist planning. In reality, centralised 
planning, based on public ownership of the means of production, 
can and should determine general! proportions, growth rates and 
optimum ratios in developing all spheres where social labour is 
applied, all sectors of production and all trends of consumption. 
It is such planning that is absolutely unattainable under private 
ownership of the means of production. And conversely, planning 
is a fundamental feature and a basic advantage of the socialist 
system. 

Soviet planning will not take growth in production by itself 
as its optimum criterion but rather relationships within the bounds 
of the planned growth that ensure an increase in the physical 
volume of the national income both in absolute terms and per 
capita. The new element that follows from the 1965 economic 
reform is this: the share of the consumption fund must essentially 
rise in the national income and this can largely be achieved by 
raising the efficiency of investments. It is this that will ensure an 
increase in the share of the consumption fund without reducing 
the rates of material accumulation, which is a guarantee of the 
continuous growth of the national income. 

If such optimum national economic balances are elaborated 
by the method of variants and successive approximations, it is 
natural that control figures will be drawn up on their basis in 
a generalised, value form, to be given to sectors of the economy 
(ministries). In the same form these control figures will be handed 
down to the enterprises, not as precise directives, but rather as 
guidelines for drawing up their plans. 

The question is whether such guidelines will prove useful or 
will tie the enterprises down. Every unbiased reader will agree 
that such guidelines should be very useful. 

Thus, the enterprises have control figures on the volume of 
production. It means they are confident of a minimum guaranteed 
sale of their products. But now it is necessary to specify conditions 
of sale in approximately the following aspects: lists of products, 
including quality specifications for the sale, designation of con- 
sumers or clients, and delivery dates. To this must be added 
prices since new articles are to be produced or the quality of old 
articles improved. At this point the principle of direct contract 
relations—the second imajor and integral part of the plan-khoz- 
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raschot system—comes into play. Contract ties stitch together with 
lengthwise and crosswise threads, as it were, the system of lon- 
gitudinal-vertical centralised planning by ‘production sectors. 
This strengthens the entire fabric of economic management. Enter- 
prises are given the right themselves to form a backlog of orders 
on the basis of an understanding with their buyers (clients). 

The matter must not be understood in an oversimplified way, 
i. e., that an enterprise will have to establish ties with absolutely 
every buyer and conclude individual contracts. For mass produced 
and standard goods orders are aggregated through the system of 
wholesale-retail and supply-sales organisations. This means that 
not only enterprises but also stores, wholesale-retail organisa- 
tions, supply administrations and centres can be parties to 
contracts. But in case of big and long-term deliveries direct con- 
tract relations will be maintained. They will exist, say, between 
the organisation erecting an electric station, on the one hand, and 
the plants supplying boilers, turbines and _ generators, on the 
other; or between automobile plants and regular suppliers of en- 
gines, electrical equipment, tyres, etc. These contract ties will be 
of a stable character, at times for three to five years or for the 
entire period of construction; moreover, they can only be changed 
by mutual consent. The establishment of the most rational ties is 
not a spontaneous matter but a very important step in long-term 
planning. 

These ties must naturally be mutually advantageous. The pro- 
ducer will be interested in selling his output and in profitable ope- 
ration. In view of this, it will make available to its regular client 
all the improvements in its goods, if these are instruments of 
labour. The supplier will strive constantly to raise the quality, 
durability and reliability of its goods. 

It should be pointed out that an understanding between sup- 
plier and clients implies at the same time an understanding bet- 
ween the given plant, as a client, and all its own suppliers, includ- 
ing sales and supply agencies. This means that in principle the 
system of direct ties should ensure the normal supply of each en- 
terprise with raw-stuffs and other materials, fuel and instruments 
of labour. 

It should be added that assignments from the centre are given 
in physical terms, but only for major items. This is necessa- 
ry now because there are many items for which the state, rather 
than individual enterprises, is directly the client. This can include 
orders for the entire non-productive sphere or for a new large con- 
struction project of inter-sectoral importance. The volume of out- 
put of major homogeneous products of labour, for example, fuel, 
power, metals, chemicals, building materials, major foodstuffs, etc. 
is also set in physical terms. 

But the economic reform takes the line of reducing, and not ex- 


tending, the list of products planned from the centre. It is stressed 
that given good organisation of economic ties and devclop- 
ment of the contract system, it will be possible steadily to narrow 
the list of goods approved in the state plan, reducing it to a group, 
aggregated list. It follows that it is not an expansion of the list 
of goods iplanned in a centralised way that is a sign of higher 
planned guidance but on the contrary, its utmost reduction. This is 
a distinctive feature of the elaborated economic system, which has 
a built-in guarantee of general proportionality and optimum 
trends of all the links of production. 

It is clear that the development of such a system will also gra- 
dually eliminate the allocation of supplies, replacing it by whole- 
sale trade without preliminary applications for goods. This sys- 
tem will also provide for the necessary reserves to take care of 
chance deviations. Optimally calculated reserves are the only gua- 
rantee of satisfying the demand without intricate accounting and 
control operations. A certain excess of supply over demand will be 
much cheaper than an intricate system of allocation of goods and 
elimination of disproportions. 

It is a noteworthy feature of the new system that reorganisa- 
tion begins on solid ground without a fundamental break-up of 
existing practices; at the same time the contemplated reforms 
contain real prospects of progressive development. The important 
stages of this development have already been mapped out: the 
release of enterprises from limitations of the wages fund, release 
from centralised planning of the entire list of products, and as a 
consequence the organisation of supply on the basis of wholesale 
trade. To this should be added the gradual increase of the share of 
profit which will be given to enterprises for improving production 
and creating material incentives for the personnel. 

In a word, the ground work has been laid for transition to a 
higher type of planned economy when each enterprise need not be 
‘led by the hand.” Once the road has been indicated and illumi- 
nated, an enterprise can boldly follow it, not stumbling over “mar- 
ket” obstacles. 

Strategy and tactics should be differentiated in any manage- 
ment process. Strategy must set ultimate aims, while tactics 
should ensure their attainment with the least outlay. To a certain 
extent, our centralised planning is strategy, while our khozraschot 
is the tactics of socialist economy. 

Thus, the ministry approves the target for the volume of pro- 
ducts sold on the basis of the backlog of orders prepared by the 
enterprise itself and approved in advance by suppliers of materials 
and buyers of the enterprise’s finished product. We must not re- 
gard the understanding between suppliers and clients as a short- 
lived “drive.” The understanding must be reached in the conti- 
nuous and day-to-day process of economic contacts. The plan for 
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the volume of sales is a projection on the scale of time—no mat- 
ter whether for a year or three months—of the part of the contracts 
which must be fulfilled in the forthcoming plan period. In view of 
the continuous nature of economic ties, planning itself must, at 
long last, acquire the features of continuity and stability which we 
have been searching for. 

Many people are also concerned about the following questions: 
what will happen if the backlog of orders drawn up by an enter- 
prise is larger than the control figure? If the orders are secured 
both as regards sales and supply it is clear that the control figure 
can be raised by the ministry. What if the backlog of orders does 
not reach the control figure? Evidently, the ministry or the appro- 
priate sales agency will try to secure profitable orders for the en- 
terprise so as fully to utilise its productive capacity. We must see 
to it that enterprises themselves strive to get orders because the 
best utilisation of productive assets will become fully advanta- 
geous for each enterprise. It may be reasonably assumed that com- 
petition between enterprises will arise in getting orders, based on 
a comparison of the quality guarantees offered, as well as delivery 
dates and prices of goods under the new orders. In all cases an 
enterprise will appear in the role of an active and interested party 
in the process of elaborating and fulfilling plans advantageous 
to society and to its own personnel. 

How is centralised planning of output and the system of planned 
prices combined with providing incentives and rewarding en- 
terprises according to their profitableness? During the economic 
discussion doubts were voiced: if an enterprise does what it is told 
even if that is unprofitable, how is it possible to provide incentives 
for profitable operation? If an enterprise seeks to put out only 
profitable products, how can it be prompted not to infringe the 
planned list? These doubts are clearly permeated with the idea 
that the plan and profitableness are badly compatible. Is this the 
case? 
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The profitableness of socialist enterprises is their ability to 
create a net gain for society. From this it follows that profitable- 
ness is a qualitative indicator and it can be measured only by a 
relative magnitude. After all, a mass of profit by itself still does 
not characterise the ability of the personnel of an enterprise to 
work more or less profitably because this ability depends on the 
quality of the applied labour. 

The base to which profit should be related may differ depend- 
ing on what we want to find out or the practical task we have to 
accomplish. If it is a matter of determining the profitableness of 
the production of an individual item, profit should be naturally 
commensurated with its cost of production. Strictly speaking, no 
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other base is conceivable here, unless we mean wages, because it 
is impossible to establish what share of the productive assets an 
article consumes in the process of production. But if it is the pro- 
fitableness of an enterprise as a whole that is assessed it is advi- 
sable to relate profit to the value of the social productive assets 
the state placed at the disposal of the given enterprise. 

By commensurating profit with the productive assets it is in 
fact the relative productivity of labour that is determined, inas- 
much as prices should to the greatest possible extent approximate 
the level of the socially necessary labour outlay, taking into account 
the need for all normally operating enterprises to recoup their 
production outlay and receive a profit in an amount ensuring, as 
a minimum, payment for productive assets and the accumulation 
of the fund of the enterprise. Consequently, profit expresses the 
accretion of value achieved in a production. It is quite natural that 
this accretion should be commensurated with the entire value of 
the fixed assets and circulating funds, inasmuch as they express 
all the resources applied in production. 

Relating profit to the value of productive assets requires that 
in the process of price formation profit should be distributed by 
sectors of production proportionally to the ratio between the mag- 
nitude of profit and the value of these assets. But the economic 
discussions brought out some incongruities arising, in our opinion, 
from oversimplification of the matter. In many cases it was assumed 
that in practice things would proceed in the same way as in 
the methodological examples. But the examples were based on 
what are called pure, single-product industries. In such cases it 
was not difficult to establish a ratio, general for the entire econo- 
my, between mass profit and the value of productive assets, and by 
means of this ratio determine the sectoral price and at the same 
time the price of each product. 

But in reality no single-product industries exist: on the con- 
trary, each industry has enterprises with a very broad list of pro- 
ducts. In planned prices or actually calculated prices, it is impos- 
sible directly to establish what the assets/output ratio is in the 
case of each product. We can more or less reliably say what the 
cost of producing a given article was according to the calculated 
outlavs in money. In other words, we always know or can find out 
the planned and actual cost of production of an item. It is there- 
fore the cost of production that can serve as a real basis for cal- 
culating prices. But to reflect in the price the required profit/pro- 
ductive assets ratio we have to go over from the production cost 
to the share of the value of assets which is incorporated in the given 
article. This means that a transition modulus is mecessary 
to determine the relationship within each industry between the 
production cost or the aggregate of current operating outlays, on 
the one hand, and the value of the productive assets employed 
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(advanced), on the other. Such a modulus will differ for indus- 
tries with an unequal organic composition of assets. Thus, uni- 
formity of the principle of price formation demands the use of dif- 
ferent profit/production cost ratios for individual products by in- 
dustries. 

During the economic discussion the opinion was voiced that 
profitableness cannot be utilised in our country as a barometer 
of efficiency of an enterprise’s operation and as a criterion for 
economic stimulation of production owing to the extreme diver- 
sity of profitableness of different products and different enter- 
prises even within the same industry. This was particularly stres- 
sed by workers in the steel industry, and this is understandable. 
This industry has old plants and modern ones. It is clear that the 
cost of producing pig iron and steel should differ considerably 
and since there are uniform prices of metal profitableness, is far 
from being the same. Many other examples, no less illustrative, 
could be cited. Nevertheless, such diversity in profitableness is not 
sufficient grounds for denying its significance as a general indi- 
cator of the efficiency of an enterprise’s operation. 

First, the level of profitableness can be influenced by the for- 
mation of a differential rent both according to location and favour- 
able natural conditions (for example, the size of a mineral depo- 
sit, the thickness of the seams, etc.). But the economic reform envi- 
sages that such unequal conditions of operation, if they are not 
evened out by means of calculation prices within industries, can 
be smoothed over by differences in the level of payment for the use 
of assets and by rental payments. 

The second important reason is fluctuations in the technolo- 
gical equipment of enterprises. Practically speaking, we are also 
dealing here with rent based on previous investments in the tech- 
nological development of production. Here again it may be assu- 
med that more modern fixed assets will have a higher value and 
payment for them will be correspondingly higher. But if we pro- 
ceed from the premise that progressive technological equipment 
of production must ensure a higher return than the relative increa- 
se in the value of assets, payment for assets will not equalise the 
profitableness of obsolete and modern enterprises. But, strictly 
speaking, it is the purpose of profitableness to reflect the immu- 
table economic law that advanced technological equipment must 
guarantee a higher level of labour productivity and thereby higher 
profitableness of production. 

Under the new system of economic stimulation, differences in 
profitableness will serve as a serious incentive to enterprises to 
utilise credits and their own resources for technological develop- 
ment and for more quickly overcoming the backwardness of their 
production facilities. In other words, prices must not be used for 
absolutely levelling all differences in profitableness. On the con- 
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trary, they must stimulate the technological improvement of pro- 
duction so as to eliminate low profitableness. 

The next reason for uneven profitableness is differences in the 
assortment of products since in the course of time profitableness 
even within one list and under “ideal” prices can become differ- 
ent. Here it is necessary strictly to differentiate objective condi- 
tions for the origin of such heterogeneity and subjective factors 
rooted in the quality of the work of the given production collective. 
If we have in mind objective conditions, the greatest influence can 
be exerted by the scale of mass production. It should be assumed 
that ministries will so allocate the assortment as to ensure the max- 
imum possible profitableness of each enterprise and of all of them 
combined. Now that kindred enterprises are concentrated in cen- 
tral administrations and ministries such an allocation of the as- 
sortment will be an important task of management. 

But let us assume that for some consideration or other it is 
necessary to plan production in small lots and without exact con- 
formity with the specialisation of the given enterprise. An enter- 
prise producing goods known in advance to be unprofitable should 
be guaranteed compensation in the form of an addition to the 
price in case of a small-lot order. This procedure should also be en- 
forced if an enterprise receives orders for the production of indi- 
vidual goods differing from standard models. 

Additions to prices for improved quality should also compen- 
sate producers for the additional outlays— material and manpow- 
er—inevitable at the initial stage. Moreover, these additions will 
include an added profit as an economic incentive to ensure a con- 
tinuous striving to improve quality. Thus, economic measures will 
help realise the principle: what is of benefit to society and the 
state must be of benefit to every enterprise and to every worker 
in production. 

Very important measures for eliminating low profitableness 
are also outlined for enterprises which on their own initiative 
or on orders of the ministry introduce new technology. Two kinds 
of additional economic incentives are provided for: first, prices of 
new products which are more efficient in operation must include 
an additional profit, which, in essence, is a share of the effect the 
consumer gains when using these articles. Second, the size of 
allotments from profits to the incentive funds will depend on the 
share of new technology or to be more exact, new goods in gen- 
eral, in the production programme of enterprises. Thus, here too 
contradictions between the social interest and the interest of each 
producing enterprise must be eliminated, inasmuch as such contra- 
dictions most often arose artificially owing to the inability to make 
use of economic incentive instruments in conformity with social- 
ism’s objective economic laws. 

Lastly, there remain differences in profitableness which simply 
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arise owing to the unequal quality of the production and economic 
operation of enterprises. This refers both to the level of technology 
and organisation of production and to the ability of the manage- 
ment, the attitude of the workers to labour, the development of so- 
cialist emulation and political and educational activity among the 
personnel. It is such differences that the system of planning and 
economic incentives is called upon to reveal. The collectives which 
employ better organisational and technological methods should 
be rewarded. Conversely, lagging enterprises will be made to feel 
through their own material condition that they must strive to 
reach the level of the advanced ones, by making utmost use of 
available plant capacity and potentialities. 

The system of economic stimulation of production will be radi- 
cally reorganised through implementation of the economic reform. 
The formation of incentive funds will largely depend on the level 
of profitableness. The rates of allotments from profit to these funds 
depend on two possible indicators: first, the increase in the volume 
of products sold or the increase in the aggregate of profits and, 
second, the level (and not the increase) of profitableness. 

Why is it proposed that in some cases an increase in the vo- 
lume of products sold be rewarded, while in other cases, it is the 
increase in profit? This is explained by the fact that there are sec- 
tors or sectoral groups of homogeneous enterprises in which it is 
important to achieve an utmost expansion of output. These are es- 
tablishments of the extractive, raw-material and power industries 
and some sectors of the manufacturing industry whose production 
still falls short of the demand, while the scale of production is 
only to a small extent limited by supplies of raw or basic mate- 
rials. At the same time there are categories of production where 
there is no need to expand output all the time either because there 
is no demand or the necessary sources of raw and other materials 
and fuel are limited. It goes without saying that at enterprises 
of the first group it is necessary to stimulate an increase in the 
volume of products sold and in the second group, an increase of 
profit by cutting production costs, improving the quality of goods 
or making them more efficient in use. 

We have pointed out earlier that the level of profitableness 
serves as an indicator for economic incentives. Initial normative 
ratios between profitableness and the wages fund will be fixed by 
sectors of production. It is in this way that the amount of the prof- 
it to be allotted to the incentive fund will be determined. 

The rate of allotments will correspond to the normative figure 
within the bounds of the profitableness plan drawn up by the 
enterprise and approved by the ministry. It will be of 
advantage to enterprises to set sufficiently intensive plan targets 
not only for profitableness but also for the volume of output and 
all other technical and economic indicators used for calculation 
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purposes, such as the number of personnel, labour productivity, 
cost of production, average wages, and so on. Hence there is no 
need for setting limits to many indicators. Any extravagances in 
the use of productive assets will reduce profitableness, inasmuch 
as the latter is expressed as a ratio of profit to assets, and will 
thereby reduce the level of material incentives to the personnel. 
Moreover, the possibilities for technically improving production 
will be curtailed owing to a reduction in allotments from profit to 
the technological development fund. 

Seeking to reach the local optimum, each enterprise will find 
an efficient solution of technological and organisational problems 
of benefit to society and to its personnel. Moreover, fulfilment of 
this optimum at each enterprise also guarantees the fulfilment of 
the national optimum. This may be regarded as the best use of all 
resources to increase the national income—in absolute terms and 
per capita—and moreover, increase it in such a way that the share 
of the consumption fund in the national income rises on the basis 
of a steep increase in the efficiency of capital investments. Thereby 
one of the cardinal aims of communist construction—to achieve 
an uninterrupted rise in living standards—will be accomplished in 
the shortest historical period. 


(Pravda, November 21, 1965; Ekonomicheskaya Gazeta, 
No. 51, December, 1965) 


PRICE POLICY: AIMS AND TASKS 
by V. Sitnin 


Basic Problem 


Scientifically-based prices are of tremendous importance for the 
successful implementation of the 1965 economic reform. Profit and 
profitableness will be one of the most important indicators of an 
enterprise’s operation under the new system of economic manage- 
ment. These indicators largely depend on the price at which an 
enterprise sells its goods and can only serve as a sufficiently reli- 
able, objective criterion of the qualitative performance of a factory 
if the price of its goods is economically well grounded. 

Data on the level of profitableness in separate industries, how- 
ever, attest to essential shortcomings in price formation. The 
existing system of wholesale prices does not conform to present- 
day requirements. These prices, as a rule, do not allow the full 
use of the most efficient methods of economic stimulation. Let us 
take as an example the coal, iron ore, and other extractive indus- 
tries. For a number of years they had plans which provided 
for operation at a loss. In other words, the prices of their products 
do not express the actual socially necessary labour expenditure. If 
the situation remains the same and the general level of prices is 
not altered, it will be very difficult to apply the new methods of 
management in these industries. As a consequence of the low level 
of coal and ore prices the production cost of steel also does not 
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express the actual production outlays and, consequently, its prices 
are also too low. This in turn leads to a divorce of prices from the 
socially necessary labour outlays in industries where steel is used. 

The discrepancy between prices and the socially necessary la- 
bour outlays is one of the reasons why it is that in almost every 
industry, alongside enterprises with a high and average profitable- 
ness there are factories which operate at a planned loss. They are 
to be found not only in the engineering, metallurgical and build- 
ing materials industries, but also in the food and textile industries. 

It can hardly be considered that the personnel of these enter- 
prises alone are to blame for the unsatisfactory economic indica- 
tors of operation. Evidently in this case too, we are dealing with 
prices which have been set without adequate scientific calculation. 

Lastly, the shortcomings in price formation determine the big 
differences in the level of profitableness of various articles pro- 
duced at the same or similar enterprises. Now that the volume of 
sales and profit become major indicators of the personnel’s work, 
industrial executives will inevitably strive to produce more prof- 
itable articles, which is far from being in line at all times with the 
interests of society. 

These shortcomings call for serious changes in the existing 
price system. Practically speaking, it implies a reform of whole- 
sale prices, bringing them nearer to the socially necessary labour 
outlays. This need is dictated by internal economic processes and 
phenomena under way in the Soviet economy. The tasks of estab- 
lishing proper proportions in the development of socialist produc- 
tion, increasing the net income in all sectors, stimulating technolo- 
gical progress and saving social labour, make this one of the basic 
economic problems of the day. 

Its proper solution has been greatly facilitated by the discus- 
sions on commodity production, the law of value and price forma- 
tion, which made it possible to draw a number of fundamental 
conclusions. Among them is the conclusion that social value must 
be the objective basis for setting prices both of consumer goods 
and means of production. To ignore this postulate means to un- 
derestimate the role of the law of value in socialist economy, to 
forget that in the Marxist understanding price cannot be a form 
devoid of a value content. 


For a Consolidation of Khozraschot 


The State Committee on Prices is now working out wholesale 
prices of industrial goods which are to be introduced in 1967 and 
1968. These prices must be as close as possible to the socially ne- 
cessary labour outlays so as to introduce genuine and full khoz- 
raschot on their basis. 
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This means that a price must not only compensate the socially 
necessary production outlays, but also ensure each normally op- 
erating enterprise a level of profitableness enabling it to expand 
production with its own accumulations, pay the state the fixed 
amount for productive assets and, lastly, allot a definite share of 
the profit to incentive funds and the production development fund. 
Consequently, in elaborating new prices it is necessary to approach 
the assessment of profitableness with different criteria than hith- 
erto. Moreover, prices must be so constructed as to stimulate the 
introduction of technically improved goods and also articles of a 
higher quality, to promote a swift renewal of the assortment in 
conformity with the growing needs of the economy and the pop- 
ulation. 

It is a matter not only of setting a correct average level of 
prices for goods in individual industries. They must be specified 
in price lists. The thing is not only to set a proper average price 
of metal. It must be economically substantiated for each grade of 
metal. The important thing is not only to have a correct price for 
the products of the engineering industry in general. It is necessary 
to have a substantiated price for each item, for each machine. 

Today we have to formulate more concretely the principles un- 
derlying price formation. To begin with, the cost of production 
must be precisely defined. Although among the new plan targets 
an enterprise has to meet there is no production-cost indicator this 
category remains highly important for the economic activity of an 
enterprise. The effort to raise efficiency of production must in the 
first place be expressed in measures for raising labour productivi- 
ty, eliminating excessive outlays of raw-stuffs and other materials 
and fuel, and all kinds of superfluous expenses. Only under these 
conditions will the cost of production be economically justified, 
which will make it possible to set scientifically-based prices for the 
goods produced. If prices are set depending only on the actual] out- 
lays and no measures to stimulate the reduction of outlays are 
taken, they will in no way help raise the efficiency of production. 

Unfortunately it cannot be considered that at all enterprises 
production outlays are calculated in such a way that it is fully 
possible in setting prices to rely on a competently calculated cost 
of production. At some enterprises insufficient attention is paid to 
the proper calculation of outlays by articles. This in large measure 
is due to the method of planning the cost of production in kopeks 
per ruble of commodity output used in recent years, a method 
which lumps together all outlays. 

That is why one of the most important tasks in the economic 
activity of enterprises today is to improve the calculation of out- 
lays and enhance the role and skill of the people in charge of this 
work. 

An improvement in the way the cost of production is calculated 
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is inseparably linked with belter rate setting at enterprises. With- 
out scientifically-based consumption rates of raw-stuffs and other 
materials and fuel, without a sufficiently high level of labour rating, 
it is impossible to rally the efforts of the personnel at enterprises 
to cut outlays and reduce the cost of production. The claboration 
of new prices must be inseparably linked with the cost of produc- 
tion. Executives of enterprises who in seeking to improve the pro- 
fitableness indicator try primarily to get higher prices set for their 
goods are undoubtedly doing the wrong thing. The task of the per- 
sonnel of factories is to raise profitableness by reducing produc- 
lion costs, improving the quality of output and utilising produc- 
live assets more efficiently. A price should not compensate all out- 
lays but only those which at the given level of technology and pro- 
duction organisation are socially necessary. Naturally, an enter- 
prise whose performance is below the average will also have a low- 
er profitableness indicator. 

It must be stressed that in price policy one must not strive to 
measure all enterprises with the same yardstick. Prices set on the 
basis of an average sectoral cost of production will inevitably be 
easier for the best personnel and “harder” for those lagging 
behind. Under the new system enterprises operating at planned 
loss are still possible. But they will be factories whose level of 
production organisation and labour and technical facilities are 
much worse than the average in the given sector. In this case the 
planned loss will not express shortcomings in price formation, but 
flaws in operation. 

Preliminary elaboration of the technical characteristic of goods 
is a highly important requisite for setting economically-based pri- 
ces. For prices really to stimulate technological progress it is ex- 
ceedingly important that they be linked to progressive standards 
and to indicators of durability and reliability. 


Is a Single Level Possible? 


The method of taking into account the net income in setting 
prices was examined in detail during the economic discussion. 
How were prices set until recently? The cost of production, not 
always the correct one, was taken, from three to five per cent were 
added to ensure profitable operation, and the decision made: here 
is the price at which an enterprise should sell its goods. 

Clearly, such a system is economically unjustified. First, be- 
cause profitableness must be calculated in relation to productive 
assets, not the cost of production. Only in this way can an enterpri- 
se be stimulated properly to employ the fixed and circulating assets 
it has at its disposal. The question as to whether accumulation 
should be calculated in relation to assets, wages or the cost of 
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production has in our opinion now been clarified very definitely 
and precisely. We must calculate the level of accumulations in re- 
lation to productive assets. 

Second, the quantitative rates of these accumulations have 
been determined to a certain extent. Accumulations in each indus- 
try must be sufficient for an enterprise to be able to develop 
mainly with its own resources. Hence it is not by chance that a 
reduction in unrepayable budget financing is a requisite for the 
new management system. 

This, in turn, implies that prices of goods must ensure an en- 
terprise the necessary resources for expanding production. 
Here we should bear in mind that if an enterprise is short of 
its own resources it can utilise long-term credits which must be 
repaid. Therefore, if there are no accumulations today, there must 
be accumulations tomorrow. If there are none tomorrow, an enter- 
prise will not be able to obtain a bank loan and expand its pro- 
duction. An enterprise must have a level of profit enabling it to 
carry on extended reproduction, to pay for productive assets (on 
the average from five to six per cent of their value) and, lastly, to 
make allocations to incentive funds. 

In setting wholesale prices, we must act on the principle that 
the entire reform is to be carried out without raising the level of 
retail prices. On the contrary, retail prices can only be reduced. 
This, of course, means that there must be no change in wholesale 
prices causing a rise in retail prices. 

In arranging the new system of wholesale prices we must not 
disturb the existing economic relations between industry and agri- 
culture, since that would be economically wrong. The level of pur- 
chasing prices should not be changed, nor should there be a change 
in the main in the level of prices charged for the means of pro- 
duction sold by industry to agriculture. If the reform is carried out 
within these bounds, this will solve one more problem extensively 
debated during the discussion of price formation. We refer to the 
question of a single level of accumulations in sectors of the econo- 
my or the question of a single level of prices, as it was called in 
the theoretical discussion. 

Supporters of the so-called single Ievel of prices asserted that 
two levels had arisen in the Soviet economy: one for consumer 
goods and another for means of production. As a result, in their 
opinion, many economic processes became economically non-com- 
mensurable. They proposed that a single level of prices be set. 
Then the level of accumulations both in group A (production of 
means of production) and in group B (production of consumer 
goods) would be the same. 

In assessing this viewpoint we must first of all bear in mind 
ihat in group A too there are sectors with differing profitableness. 
Individual sectors in group B also substantially differ in the level 
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of accumulations. That is why the idea of two different levels of 
accumulations in the two groups is actually wrong. 

The evening up of accumulations in all sectors of industry and 
the establishment of equal profit can be achieved only by changing 
the existing relations in retail prices. Since the latter are directly 
connected with the level of consumption (both for the country as 
a whole and for individual groups of the population) and with the 
distribution of the national income, this, of course, cannot be 
achieved in practice. 

The new reform of wholesale prices is restricted by the exist- 
ine level of retail prices and their structure. Consequently in a 
number of sectors producing consumer goods the level of accumu- 
lations will inevitably be much higher than in others. There is little 
reason to doubt, say, that in the alcoholic beverages and the to- 
bacco industries, the level of accumulations must be higher than 
the average. Even in the textile and sugar industries, in view of 
the existing relationship between supply and demand, the present 
retail price level predetermines a higher rate of accumulations 
than the average for the economy as a whole, and evidently it is 
advisable to preserve it for a certain period. 

On the other hand, there are a number of industries producing 
consumer goods the price of which involves a loss or no profit for 
the state. It is a fact, for example, that existing retail prices do 
not cover the outlays for the purchase of livestock, its processing 
and the retail sale of meat and some other products. 

It must be said that in heavy industry too differences in the 
accumulation level cannot always be eliminated. This applies in 
the first place to branches of the fuel industry. Higher coal pro- 
duction costs inevitably determine higher accumulation in the oil 
and gas industry. That is why the complete evening out of accu- 
mulation levels in the economy, particularly in industry, is today 
a task which is practically unfeasible and unnecessary. But a defi- 
nite smoothing over of the differences is an indispensable requi- 
site. 


Powerful Stimulus 


Calculations show that the average rate of profit for industry 
as a whole will be approximately 12-15 per cent of the value of 
productive assets. But account should be taken of the fact that sec- 
tors with a turnover of resources sharply differing from the aver- 
age cannot have an average rate of profit in relation to assets. The 
point is that in a number of branches of the food and light indus- 
tries with an average profitableness of 15 per cent in relation 
to assets, profitableness calculated in relation to outlays will be 
low (three-four per cent). With such a level a number of enterprises 
will naturally operate at a loss. That is why sectors with a high turn- 
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over of funds must have a higher rate of profit in relation to 
assets. 

We have already noted that in working out prices it is neces- 
sary to take the average sectoral cost of production as a guideline. 
Yet it is clear that at each enterprise the cost of production is 
individual and not the sectoral average. Consequently if the av- 
erage level of prices is correct, this is far from meaning that all 
factories will have an equal profitableness. Enterprises with a 
higher level of organisational, technological and economic man- 
agement and also those in more favourable conditions will neces- 
sarily have a higher level of profitableness. And, on the contrary, it 
will be lower at enterprises with a poorer organisation of produc- 
tion and technical facilities or less advantageous natural condi- 
tions. We must not make demands of price which do not follow 
from its functions. It is impossible to even out the profitableness 
of absolutely all enterprises by means of prices. This is an intri- 
cate question and it evidently must be solved differently as applied 
to the extractive and manufacturing industries. In the extractive 
industries a great deal depends on natural conditions. Indeed, it 
is one thing to produce coal in an open-cut mine and a different 
thing to mine it deep underground. Here the results are different 
and they do not depend on the personnel, but on purely external 
conditions. Therefore, it will be necessary in a number of cases in 
the extractive sectors to use two price lists, introducing calcula- 
tion prices for some groups of enterprises. Of course, for the con- 
sumer the price must be the same, but it will be differentiated de- 
pending on the quality of the goods and their grades. For the pro- 
ducer, however, the price will be different depending on the condi- 
tions in which he operates. 


Another way too is possible. If prices in the extractive sectors 
are not oriented on average natural conditions, but on unfavoura- 
ble ones, an additional income will be created at advantageous 
sectors. It should go to the state in the form of fixed (rental) pay- 
ments. 


During the discussion on price formation much was said to the 
effect that prices should have only accounting functions and that 
the level of accumulations envisaged in prices within a given in- 
dustry must be identical. This is an unjustified demand. The agen- 
cies in charge of price formation have a different job, namely, with 
the help of prices to stimulate technological progress and improve- 
ment in the quality of goods. Hence it is important to set prices 
so that it is of advantage to the personnel to replace obsolete 
equipment and manufacture new goods. At present the situation is 
frequently different, and at times it is of advantage to an enter- 
prise to produce obsolete goods. Therefore considerable methodo- 
logical work has to be done to find ways of stimulating the renew- 
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al of equipment and improvement in the quality of goods and its 
assortment. 

It is advisable, in our opinion, to introduce, on a wider scale 
than until now, additions for higher quality and greater reliability 
of goods. : 

Wider use of the fund for bringing new plant into efficient op- 
eration will also be of substantial significance for ensuring normal 
profitableness of new articles. 

Prices undoubtedly must promote a higher technical level of 
goods and better quality. But we must warn against a very unde- 
sirable but probable development, artificial raising of prices of 
new goods. We must not allow the flaws in the activity of enterpri- 
ses, mistakes of designers who develop new goods and at times do 
not think how much they will cost, to bring about an unjustified 
rise in prices. It is intended that prices should create normal con- 
ditions for the operation of enterprises, but they must not under 
any circumstances conceal poor management and shortcomings in 
the activity of designing offices and research institutes. 


By Joint Effort 


Price-forming agencies, industrial ministries, enterprises and 
research institutes have to accomplish much work in the near fu- 
ture in elaborating new wholesale prices. The pace of transition of 
separate industries to the new methods of management will largely 
depend on the efficiency of this work and the time it takes. 
Preliminary estimates show that in the first place new prices could 
be introduced at light and food industry enterprises in the course 
of this year. In our opinion it is necessary to introduce new prices 
in the extractive industries as swiftly as possible and first of all 
in the coal, oil and gas industries. It is important to have enterpri- 
ses of these industries selling their goods at the new prices in 
1967. This undoubtedly would further strengthen them economical- 
ly and improve the country’s fuel balance. 

The most intricate problems in price formation are encountered 
in engineering, inasmuch as the final result can be achieved only 
after new prices have been set for iron and steel and non-ferrous 
metals and some chemical products. Yet it is in engineering that 
the differences in the level of profitableness of separate articles 
are greatest, which naturally makes it difficult to apply the prin- 
ciples of economic stimulation. This is explained above all by the 
fact that a considerable part of the machines and equipment are 
sold at temporary prices. That is why in a number of branches of 
the engineering industry a revision of the price lists is contem- 
plated in order to replace obsolete temporary prices by regular 
prices which are economically more justified. But evidently they 
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will still be based on the old prices of metal and will have to be 
revised again in future. 

The reform of wholesale prices must be completed by the begin- 
ning of 1968. This is a very laborious, intricate, and painstaking 
job. It can be successfully accomplished only with the active sup- 
port of the people, of all economic executives, and the personnel of 
the newly-created ministries. But undoubtedly this important task 
will be accomplished by joint effort. 


(Ekonomicheskaya Gazeta, No. 1, January 1966) 


NEW ELEMENTS 
IN ECONOMIC INCENTIVES 
by B. Sukharevsky 


One of the advantages of socialism is that it subordinates the 
development of production to the fuller satisfaction of the material 
and spiritual requirements of the people, thereby opening up wider 
scope for the development of production than all preceding socio- 
economic formations. 

At the stage of socialism the growth and improvement of pro- 
duction largely depend on economic incentives. What makes the 
problem of incentives difficult to solve is that the economy does 
not have an isolated system of incentives. It is one of the aspects 
of economic relations between the economy as a whole and its eco- 
nomic, production and technological units (production associa- 
tions, enterprises) and the direct producers of material wealth— 
workers, office employees and collective fanmers. Consequently, tae 
problem of stimulating production cannot be radically solved by 
adapting certain changes in the incentive system to existing eco- 
nomic relations, to the achieved degree of socialisation of industry, 
to the existing level and forms of national economic planning, to 
the operating price formation system, etc. 

The development of society proceeds inexorably. The forms and 
methods of incentives cannot remain unchanged. Socialist produc- 


69 


lion possesses inexhaustible possibilities for development also be- 
cause each new stage in the growth of productive forces allows for 
deeper and fuller use of economic stimuli to expand production 
and thereby strengthen still more the planned guidance of the eco- 
nomy. 

The measures providing greater economic incentives, adopted 
in 1965, are not individual partial changes but the beginning of a 
Hike economic reform affecting all major aspects of economic 
relations. 


Planned Guidance and Economic Incentives 


How do economic incentives act? Evidently, they influence pro- 
duction through economic interests. Engels wrote that the econo- 
mic relations of each given society are displayed primarily as in- 
terests. 

Socialist production is not an aggregate of individual and iso- 
lated producers but an aggregate of enterprises (associations) 
operating on a khozraschot basis. That is why we should speak 
not only of the economic interests of society as a whole and of 
individual workers, but also of the interests of an enterprise as the 
primary economic unit of the socialist economy, as a collective of 
workers. 

In socialist society where production is conducted for the pur- 
pose of most fully satisfying the needs of all of society on the basis 
of public ownership of the means of production, the interests of 
each producer, each enterprise and society as a whole acquire a 
single basis. But this unity of interests is not achieved of itself. 
An enterprise is interested in extending and improving production; 
it is interested in materially encouraging the workers and improv- 
ing their labour and living conditions. A worker is interested in 
satisfying most fully his personal requirements. Under socialism, 
the unity of interests of an enterprise, workers and society is at- 
tained when the possibilities of an enterprise and a worker to sa- 
tisfy their needs depend on what each enterprise and each worker 
give society; in other words, when the satisfaction of the needs of 
an enterprise and a worker are made dependent on the results of 
production at the given enterprise and the labour contribution of 
each worker. Measures for increasing economic stimulation of 
production are aimed at linking closer the economic interests of 
society, of each enterprise and each worker. 

The socialist system of economy makes it possible to exert di- 
rect influence on production through the system of centralised 
planned guidance of the economy.-Enterprises are obliged by state 
discipline to fulfil the plan assignments. One of the functions of 
economic stimulation of production‘is to reinforce. these obligatory 
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plan assignments by cconomic incentives and thereby impel en- 
terprises to fulfil and overfulfil the economic plans. But that is 
not the only point. Fuller use of economic incentives makes it pos- 
sible to replace part of the direct obligatory plan assignments by 
influencing production through economic interests, makes it pos- 
sible not to predetermine certain aspects, conditions and results of 
production from above, but to affect them indirectly, by placing 
enterprises in economic conditions in which, guided by their own 
economic interests, they can develop production in a way conform- 
ing to the interests of all of society, and moreover, in the best and 
shortest way. In this sense greater economic stimulation of produc- 
tion is inseparably linked with broader economic independence 
and initiative of enterprises and their personnel, as a result of 
which enterprises themselves will make optimum economic deci- 
sions and have the material and financial resources to carry them 
out. 

What means are employed by the state to influence the econo- 
mic interests of enterprises? First of all, by giving the enterprises 
definite productive assets and then by using prices, profit, wages 
and credits. In the socialist economy these categories of commo- 
dity-money relations can be regulated. 

The state learns how to utilise them in a planned way for 
influencing the entire process of social reproduction. 

In this sense these categories, serving as guidelines and stim- 
uli for enterprises, become economic levers in the hands of the 
state, inasmuch as the economic interests of enterprises and the 
material interests of the workers serve as the fulcrum for applying 
them. 

The possibility of influencing production with the help of eco- 
nomic instruments is determined by the operation of socialist en- 
terprises on a khozraschot basis. They produce goods which are 
sold at corresponding prices. By selling these goods enterprises 
get profits, pay the personnel wages, utilise credits, etc. For this 
reason greater economic stimulation of production at the same 
time consolidates and develops khozraschot and contributes to the 
fuller use of commodity-money relations and the law of value in 
the planned management of the economy. 

It should be emphasised that efficient economic guidance of 
socialist production is impossible through economic stimulation 
alone, without direct centralised planning, or only by centralised 
planning without the utilisation of economic incentives. It is ne- 
cessary to combine the two within definite economic bounds. Al- 
though at different stages in the development of the socialist eco- 
nomy and in different concrete historical conditions the relation- 
ship between these two aspects of influencing production changes, 
centralised planned guidance of the economy continues to play the 
leading and determining role. This relationship is affected by 
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changes in the development level of productive forces and also by 
the specific tasks in directing the economy which arise at differ- 
ent levels of its development. 

Centralised planned guidance is necessary because of the so- 
cial nature of productive forces, the ramified system of the social 
division of labour and public ownership of the means of produc- 
tion. Nor can the aim of socialist production be achieved by strik- 
ing some kind of an average of the economic interests of individual 
enterprises. All social needs cannot be seen from below. More- 
over, economic stimulation, effected indirectly through credits, pri- 
ces and profit, by itself cannot ensure the attainment of the neces- 
sary basic material proportions in the economy because they are 
not formed from the angle of profitableness but from the need to 
satisfy social requirements in concrete use-values. That is why the 
basic proportions in the allocation of manpower, capital invest- 
ments and basic plant and materials can be determined only in a 
centralised way. Planned influence on production by means of 
prices, in its turn, presupposes that prices themselves are planned, 
that a single general state price policy is applied. A centralised 
financial and banking system is an indispensable requisite for 
concentrating the main financial resources in the hands of the 
state in order to pursue a single policy of capital investments, 
expand the public consumption funds and reduce prices in a plan- 
ned way. At the stage of socialism one more special function of 
centralised planned guidance arises: socialism requires control 
by the state, by the entire people, over the labour contribution and 
consumption of each member of society, so as to ensure conformity 
between them by establishing equal pay for equal work; this pre- 
supposes centralised state regulation of remuneration for work. 

On the other hand, the socialist mode of production based on 
the unity of interests of man and society, requires and makes 
possible broad participation of the people in managing the 
economy, requires the development of an enterprise’s economic in- 
dependence. As the economy expands and grows more complicated, 
it becomes impossible to determine from above the conditions and 
results of operation of each enterprise in every detail. In its turn, 
greater concentration of production makes the former bounds of 
economic independence too narrow, while the training of compe- 
tent economic executives, the advance in the political conscious- 
ness, educational level and technical proficiency of the working 
class open up broad prospects for stimulating the initiative and 
independence of the personnel. 

Enterprises (production associations) must be vested with cer- 
tain rights to be able to act on their own in the economy and on 
the market. Without this it is impossible constructively to influ- 
ence production through commodity-money relations. As the resour- 
ces of socialist society grow and its reserves increase, there is 
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greater possibility and need for employing commodity-money cela- 
tions in the planned guidance of the economy, primarily for rais- 
ing the efficiency of production. Value categories are helpful in 
keeping account of labour outlays; they stimulate saving in labour 
outlays and a rise in labour productivity. 

It is a fact that until recently a rational combination of centra- 
lised planning and economic stimulation of production was not 
achieved in the guidance of industry, and administrative methods 
prevailed to the detriment of economic methods; khozraschot was 
formal and workers were not sufficiently interested in the re- 
sults of an enterprise’s operation. Such a situation arose because 
of a number of objective and subjective factors. 

One of the objective factors was the need, at a definite stage 
in building socialism, for utmost centralisation of material and 
financial resources in the hands of the state so as to enable it ra- 
dically to change the proportions of social production and to build 
up a high-capacity heavy industry. Leaving out of account the 
importance of saving labour at each enterprise, such a change in 
proportions at that period not only provided the basis for the 
country’s independence and the solution of a number of social 
problems, but was also of decisive importance for raising the pro- 
ductivity of social labour and the efficiency of production on the 
scale of the economy as a whole. Greater centralisation was essen- 
tial for satisfying the priority needs of society in health services 
and in carrying out a cultural revolution in the country. The so- 
cialist state assumed responsibility for the health services and 
education so that every member of society, irrespective of his 
income, could enjoy these benefits. Emergency tasks which 
necessitated straining all efforts, arose during the Great Patriotic 
War and postwar economic recovery. In its turn the lag in agricul- 
ture and industries producing consumer goods has in recent years 
limited the possibilities of fully utilising the methods of economic 
stimulation. 

Among the subjective factors were underestimation of econo- 
mic laws in planned guidance, along with voluntarism and subjec- 
tivism in solving a number of economic problems, specifically ques- 
tions of national economic proportions and particularly price for- 
mation, which constitute the cardinal basis for the employment of 
all economic instruments. 

The system of planning which was in force until recently and 
the existing relationship between centralised planning and econo- 
mic stimulation of production are not suitable for the new condi- 
tions and problems of economic development. 

The task has now been set of ensuring the swift expansion of 
production and simultaneously achieving an accelerated rise in 
the standard of living. For this purpose it is necessary to find new 
sources for increasing the national income. The only sources avail- 


73 


able are faster growth in the productivity of social labour, greater 
efficiency in production and construction, particularly an improve- 
ment in the use of the accumulations and the huge productive as- 
sets of the national economy. Without this an increase in the share 
of consumption in the national income would slow down the 
growth of production. It is not a question merely of exercising 
strict thrift and improving the use of available equipment, 
although here too there are tremendous potentialities. To raise the 
efficiency of production today, in the age of the scientific and 
technological revolution, means to accelerate the rates of scientif- 
ic and technological progress, to ensure a progressive structure 
of industrial output, the sweeping introduction of scientific meth- 
ods of organising production and work and an improvement: in 
the quality of goods. All this requires, first, improvement of scien- 
tific planning as a major means for attaining high efficiency of 
production on a country-wide scale, and ensuring normal economic 
activity and the opportunity to choose optimum decisions at each 
enterprise; second, greater economic stimulation of production 
and, third, a changeover to the sectoral structure of managing. 


Khozraschot and the Role of Profit 


Essentially the new system for the economic stimulation of 
industrial production consists in applying and further developing 
Lenin’s ideas of khozraschot. It implies improving khozraschot re- 
lations along three main lines: 1) between the state and the en- 
terprise; 2) between industrial enterprises, and between them and 
trading establishments; 3) between the enterprise and the indivi- 
dual worker. 

Khozraschot must not be understood in the narrow sense of the 
enterprise compensating its outlays from its income. Khozraschot 
relations must take a definite place in relations between the enter- 
prise and the state and govern relations between enterprises. Khoz- 
raschot must also play ia big part in relations between the en- 
terprise and its personnel. 

In political economy the production relations of socialism were 
for a long time considered quite abstractly as relations between 
the individual member of socialist society and society as a whole. 
But actually the relations of man with society are least of all di- 
rect when man acts as producer. Man enters into direct relations 
with society most frequently not when he acts as a producer, but 
when he acts as a member of society, receiving remuneration or 
benefit from public funds, participating in social life, etc. When 
man acts as producer he primarily comes in contact directly with 
the enterprise and only through the enterprise, with society. In 
political economy little attention was paid to these concrete forms 
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of production relations—the relations between the enterprise and 
the state, between enterprises and between enterprises and their 
personnel. But the main thing is to find optimal forms for arrang- 
ing these relations. The starting point for improving the entire 
system of incentives is to improve relations between the enter- 
prise and society as a whole. 

Why is this the starting point? What relations are meant here? 
The enterprise, as stated earlier, is an integral economic organism, 
a primary economic unit and a collective of workers. The activity 
and development of enterprises require that they not only be given 
definite productive assets, but also that each enterprise should 
have a source for improving production, for rewarding the workers 
and improving their labour and living conditions. 

Since state enterprises are the property of the entire people, 
their productive assets, output and income belong to all of society. 
But the provision of incentives requires that part of the income 
be divided between society and the enterprise. 

Of course, not all the receipts from the sale of goods should be 
divided because part of the value belongs to production, the main 
part of wages being guaranteed by the state. Thus, practically 
speaking it is a matter of dividing the net income of an enterprise. 
Therefore, stimulation of enterprises presupposes definite relations 
between society and the enterprise, first of all as regards dividing 
the net income. These relations must be appropriately organised. 
The entire net income created by an enterprise must not be thrown 
into the common pot. The net income created by the enterprise 
must not be arbitrarily disposed of. In practice the boundaries of 
an enterprise’s independence were frequently transgressed in the 
past: funds of a well operating enterprise were used to replenish 
the shortage of resources at a poorly operating enterprise. But 
such practices undermined the stimuli, the economic interest and 
initiative of the leading enterprise. 

If part of the income is not left at the disposal of the enter- 
prise, the foundations of independence are narrowed, and so are the 
foundations for the development of democracy in management 
and the enterprise's opportunities of making its workers interested 
in improving operation. From this it follows that part of the net 
income should be left at the disposal of the enterprises creating 
it (moreover, at standard rates so as to make this share stable). 
The rights of enterprises to use the net income left at their dispo- 
sal should be legislatively guaranteed. 

But the question is not only that of leaving a bigger share of 
the net income at the disposal of the enterprise. Correct principles 
must be found for dividing the income between the state and the 
enterprise, principles that conform to the objective nature of khoz- 
raschot relations. The basis for this is socialist ownership of the 
means of production given to an enterprise. From the nature of 
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socialist ownership of the means of production it follows not 
only that the main part of the income created at the state social- 
ist enterprise must go to the state, must go to society. Also, in 
assessing the results of the enterprise’s operation, the productive 
assets it has been given must be taken into account. Consequently 
the share of the income left at enterprises’ disposal must not be 
the same at all of them. It should directly depend on the value 
of the productive assets the enterprise has been given. Nor is it a 
matter of creating one more form of stimulation—providing enter- 
prises with an incentive to make better use of productive assets. 
All forms of incentives must take into consideration the main eco- 
nomic relation between the economy and the enterprise—a relation 
determined by socialist ownership of the means of production 
given to the state enterprise. 

And so the main thing in stimulating enterprises is the distri- 
bution of the net income between the enterprise and society. Profit 
is the main form of the enterprise’s net income. For this reason 
greater economic stimulation of production means at the same 
time enhancing the role of profit in the incentive system. This is 
expressed first of all in the fact that the profit indicator will be 
used instead of the production-cost indicator in the plan approv- 
ed for the enterprise. It should be emphasised that this in no way 
belittles the importance of ithe ‘production-cost indicator. Enter- 
prises themselves will approve the production-cost plans. This in- 
dicator will also be preserved in the national economic plan, but 
the enterprise will receive from above only a profit plan. 

Profit reflects more fully and deeply important aspects in the 
operation of the socialist enterprise on a khozraschot basis. Such 
enterprises compare their receipts with their outlays and the dif- 
ference between them, profit, serves as an indicator of production 
efficiency at the given enterprise from the standpoint of saving 
labour. 

The production-cost indicator does not impel an enterprise to 
improve the quality of its goods, as profit does; moreover, the as- 
signment as regards the cost of production often clashes with an 
improvement in the quality of goods, because greater reliability 
and other qualitative characteristics of goods frequently require ad- 
ditional outlays. The latter should be reflected in the price—they 
benefit society and should be of benefit to the enterprise: then pro- 
fit will stimulate an improvement in the quality of goods. 

Profit reflects an increase in the volume of output more fully 
than does the cost of production, and for society it is important to 
increase not only the rate but also the mass of accumulation. In 
recent years about two-thirds of the increase in profit in industry 
came from bigger output and one-third from a reduction of pro- 
duction costs. The importance of a reduction of costs in increasing 
profit will grow as the efficiency of production rises, but the ex- 
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pansion of output remains an essential factor. Profit is more close- 
ly connected with the sale of goods. While the cost of production 
is determined irrespective of whether goods are sold or conform 
to the consumer demand, profit is the income on goods sold. 
Lastly, it is very important that profit should reflect a comparison 
of the results of production at the given enterprise with the price, 
the social measure of labour outlays, and not with the individual 
production-cost plan sect for each enterprise. 

In the Soviet economy the singling out of profit as a special 
form of the net income is inseparably associated with khozraschot 
at socialist enterprises. Khozraschot is inconceivable without de- 
termining what an enterprise has spent for the manufacture of 
goods directly envisaged in the plan or following from plan 
assignments. On the scale of the entire society, alongside the 
volume of profit, special importance is acquired by the entire mass 
of newly created value, the size of the produced income. 

Sone economists have proposed that the entire system of in- 
centives be based on the indicator of the net product, the nation- 
al income. But this would ignore the division of the net product 
of the enterprise into product for itself and product for society, 
into wages and profit, that is, it would ignore the categories that 
are specific for the khozraschot enterprise and follow from the spe- 
cial form of economic isolation of enterprises in conditions of 
commodity-money relations. 

By itself an increase in the volume of the net product in rela- 
tion to assets does not reveal how this increase was achieved: at 
the expense of profit or wages, through a justified growth of the 
latter or its over-expenditure. We cannot leave the division of the 
net product into wages and profit at the full discretion of the en- 
terprise. The so-called man-asset-output indicator is even less suit- 
able as a basis for the incentive system. Of course, if the net out- 
put grows in relation to assets, and if the net output per worker 
increases, the product of these indicators will likewise grow. But 
what does the coefficient obtained signify? Does it constitute the 
result of an increase in net output in relation to assets or of net 
output per worker? What real resources does an enterprise have 
for expanding production and rewarding the workers after this 
arithmetical calculation has been made? This remains unknown, 
but economic management must be based on real magnitudes. 
Profit is such a magnitude. 

A changeover from the production-cost indicator to the profit 
indicator in the plan approved for the enterprise means an increase 
in the role of profit as a criterion for assessing the efficiency 
of production. (It should be noted at once that this transition re- 
quires simultaneously that the wholesale prices of industrial goods 
be put in order). 

The new incentive system also provides for enhancing the role 
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of profit as the source for forming the enterprise’s funds. As the 
efficiency of production rises, the share of profit left at the enter- 
prise’s disposal will grow; moreover, profit will become the deci- 
sive source of material rewards to the personnel for improving the 
general results of the enterprise’s operation. 

Does this enhancement of the role of profit turn it into an all- 
embracing, decisive, general indicator—the main regulator of 
production? It must be said that the question of the economic 
bounds of the influence exerted by profit on production is very 
important and fundamental. The role of profit in social reproduc- 
tion, the mechanism and economic bounds of its operation must 
not be divorced from the social content of iprofit; they are insepa- 
rably interconnected. It is for this reason that the utilisation of 
profit to achieve the aims of socialist production, its adaptation 
to the planned guidance of the economy, and to serving social- 
ist distribution according to work, inevitably presuppose the ela- 
boration of a special mechanism and defining the economic bounds 
for the operation of profit, which is an intricate and difficult job. 

Inasmuch as in the socialist economy, based as it is on public 
ownership of the means of production, profit becomes one of the 
forms of the product for society belonging to all of society, neither 
profit nor any other form of the product for society can be the aim 
of production, because production is conducted to satisfy definite 
material and spiritual needs of all of society. In these conditions 
profit does not regulate priorities in producing the main goods 
of different designations but becomes above all a criterion of the 
comparative efficiency of labour outlays at different enterprises 
for satisfying similar needs. Under socialism, society is able 
through direct plan assignments, to regulate the application of 
concrete labour to production and thus directly establish the basic 
material proportions in production. The assignment which the 
enterprise receives as regards profit, supplements (and in products 
satisfying homogeneous requirements also replaces) the assign- 
ment the enterprise receives as regards the production of definite 
goods in physical terms; through the magnitude of the planned 
profit enterprises are set the measure of labour outlays which 
society recognises as necessary for the production of definite com- 
modities. Thereby profit loses the property of a spontaneous, gen- 
eral automatic regulator of production, although a certain auto- 
matism of its operation in regulating the most economical ways 
for plan fulfilment can be successfully utilised in the socialist eco- 
nomy. Enhancement of the role of profit in the new incentive sys- 
tem is envisaged within the framework of these economic bounda- 
ries of its influence on production, which are determined by the 
socialist content of profit and the operation of socialism’s econo- 
mic laws. 

The 1965 economic reform greatly reduces the number of plan 
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indicators; a system of indicators encompassing both the value 
and the physical sides of production are approved from above. 
Profit as a plan indicator given to the enterprise replaces the pro- 
duction-cost indicator. But the operation of an enterprise is assess- 
ed not only according to profit but also according to the output 
sold, the profitableness of production and the fulfilment of assign- 
ments for the delivery of major types of goods. Fulfilment of the 
plan of sales and deliveries demonstrates the conformity of pro- 
duction to social needs (results of production), while profit and 
profitableness reveal the efficiency of production (labour outlays). 

The role of profit as a source for forming the enterprise’s funds 
is raised, the share left with the enterprise is increased, but the 
main part of profit will, as hitherto, go for the needs of the entire 
society. The enterprise, by using the depreciation allowances and 
part of the profit, will be able to renew and improve its fixed 
assets, its plant. Productive capacity and fixed assets will be 
mainly expanded under the plan of centralised capital investments. 

Enterprises will be able to use part of the profit for providing 
material incentives to the workers. At the same time, as the wealth 
of the state grow, rates of pay which make up the main part of 
wages will be periodically raised in a centralised way. 


Distribution of Profit 


Under the old system profit received by the enterprise was 
distributed through four channels: to the state budget; to higher 
organisations (for financing the enterprises under their jurisdic- 
tion, etc.); as a source for financing capital investments and re- 
plenishing circulating assets and to the fund of the enterprise. The 
remaining profit also went into the budget. In 1958, industry con- 
tributed 55 per cent of its profit to the budget and in 1962, 64 per 
cent. Five per cent went to higher organisations to compensate 
for losses, etc. Thus, it may be considered that on the average the 
enterprise contributed 70 per cent of its profit. Of the remainder, 
14 per cent went for capital investments and 11.5 per cent for 
replenishing the circulating assets. In 1958, 6.8 per cent were 
allotted to the fund of the enterprise and other incentive funds, 
and in 1962, only 4.5 per cent. In other words, the share of 
profit left at the disposal of the enterprise has shrunk in recent 
years. 

The old system of forming the fund of the enterprise suffered 
from two fundamental shortcomings: first, allotments from profit 
to the fund of the enterprise were made irrespective of the size of 
the productive assets given the enterprise, while under the system 
of single prices the possibility of making profit depended on the 
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size of the productive assets created mostly by the resources of the 
entire people. This did not make an enterprise interested in im- 
proving the use of productive assets. Moreover, the amount of prof- 
it going to the fund of the enterprise depended not only on the 
results of the efforts exerted by the given personnel, but also on 
the assets the state gave the enterprise; second, allotments from 
profit to the fund of the enterprise were chicfly made from profit 
above plan (from 30 to 60 per cent of the above-plan profits were 
left at the disposal of the enterprise) and to a much smaller extent 
from the planned profit (from one to six per cent). Moreover, the 
share of allotments from planned profit was the same for all en- 
terprises in the given sector, irrespective of the plan itself. This did 
not make the enterprises interested in setting higher plan assign- 
inents. 

What is the procedure for forming the funds of the enterprise 
envisaged in the new incentive system? Three independent funds 
are set up at each enterprise: 1) a production development fund, 
2) a fund for welfare services and housing construction and 
3) a material incentive fund. All funds will be fully or partly (pro- 
duction development fund) formed from profit. 

Allotments from profit will be made at stable rates set in per- 
centages of the wages fund (in the case of the production develop- 
ment fund, in percentages of the value of the fixed assets), de- 
pending on the growth of profit or sale of goods and also on the 
level of profitableness (profit in relation to the productive assets) 
fixed in the annual plan. In elaborating the rates, the setting of 
higher indicators in the annual plan will be better rewarded than 
overfulfilment of the plan. This will help overcome shortcomings 
in forming the funds of an enterprise: enterprises will now be 
more interested in higher plan indicators and in better use of pro- 
ductive assets. 

The production development fund will be made up of three sour- 
ces: part of the profit, part of the depreciation allowances desig- 
nated for the complete renewal of fixed assets and receipts from 
the sale of superfluous equipment. 

The question arises as to why only a part of the depreciation 
allowances designated for the complete renewal of fixed assets is 
contributed to the production development fund. First, because 
depreciation allowances make up a substantial sum and an im- 
poriant source of centralised capital investments. Second, because 
there is no need to reproduce all the fixed assets at each enterprise 
(it may be more economical to use these funds for enlarging an- 
other enterprise). But part of the depreciation allowances must be 
a source for forming the production development fund. The fixed 
assets have grown tremendously and the economical operation of 
production essentially depends on their rational utilisation. Each 
enterprise must have the opportunity constantly to renew these 
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assets and maintain them at an up-to-date technical level. Each 
enterprise should have the necessary resources. Here the following 
principle is applied: the main part of capital construction which 
determines the proportions in allocating labour between sectors, 
remains in the hands of the state, while investments which ensure 
the maintenance of the necessary technical level are placed at 
the disposal of enterprises. 

Until recently, the system in operation greatly limited the op- 
portunities enterprises had of selling equipment they did not need. 
Money received from the sale of superfluous equipment was credi- 
iced to the budget. An enterprise was not interested in selling super- 
fluous plant, it was more advantageous to keep it. Now an en- 
terprise, selling an unnecessary machine, will be able to buy other 
equipment with this money over and above the centralised plan of 
capital investments. Here a different principle is in force. An en- 
terprise has to maintain the value of the fixed assets but it itself 
can choose their form, taking into account the progress of techno- 
logy and the nature of the goods it produces. 

The fund for welfare services and housing construction has 
been singled out. This fund is used for building social and cultur- 
al establishments and houses, for which the necessary materials 
must be provided for in the national economic plan. If enterprises 
are given the chance to use this fund either for construction or 
for material incentives it will be difficult to maintain the balance 
envisaged in the plan. Moreover, the fund for welfare services and 
the material incentive fund perform different functions and, con- 
sequently, the principles of distribution from these funds cannot 
be the same. 

The fund for welfare services and housing construction is a va- 
riety of the public consumption funds. There are public consump- 
tion funds of the entire people and public consumption funds of 
enterprises. The fund for welfare services and housing construc- 
tion is intended for workers in production and members of their 
families. On the other hand, the consumption funds of the entire 
people are intended not only for workers in production but also for 
workers in the sphere of services, and pensioners, that is, for those 
who do not directly participate in production. The consumption 
funds of the entire people provide free education in schools, sti- 
pends, etc. The fund for welfare services stands closer to the needs 
of production. Moreover, it depends on the results of the enter- 
prise’s operation, that is, on the labour contribution of the person- 
nel. This fund makes the workers more interested in the results of 
production. Since the fund for social and cultural measures per- 
forms a special function it has a right to an independent existence. 
At the same time the enterprise is given the right, within certain 
bounds (up to 20 per cent), to reallocate money between the mate- 
rial incentive fund and the fund for welfare services. 
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It was pointed out earlier that in distributing the income bet- 
ween the enterprise and the state under the new incentive system, 
account will be taken of the value of the productive assets given 
to the enterprise, which will correspond to the basic economic re- 
lation between society and the enterprise. This is achieved, first, 
by fixing the share of profit contributed by the enterprise to the 
budget, taking account of the value of the productive assets in the 
iorm of payment for assets; second, allotments to the funds of the 
enterprise are made at definite rates from the profit after deduct- 
ing payment for assets and interest on credits; third, the level of 
profitableness of the enterprise is not calculated as the ratio of 
profit to the cost of production but as the ratio of profit to the 
productive assets; fourth, the state allots resources for capital 
construction and the replenishment of circulating assets not 
by way of free financing but in the form of credits (except the 
financing of construction projects with a long recoupment 
period). 

As regards payment for assets, it is not a question of a new 
form of payment into the budget, but only that the existing allot- 
ments from profit to the budget should be made depending on the 
value of the assets the enterprise has. 

Introduction of payment for assets and also the deduction of 
this payment (as well as the interest paid for credits) when incen- 
tive funds of enterprises are formed will equalise the conditions 
for obtaining profit at different enterprises. This will also be faci- 
litated by other measures for “purifying” profit: wider use of ren- 
tal payments by enterprises which are in particularly favourable 
natural and transport conditions: the introduction of calculation 
prices differentiated by groups of enterprises working in different 
conditions; the application of lower rates of allotments to the in- 
centive funds from the part of the profit obtained by considerably 
exceeding the average level of profitableness in the given industry; 
contribution to the budget of the entire sum of additional income 
obtained by an enterprise because of inflated prices; calculation 
of the increase in profit (when determining the size of allotments 
to the enterprises’s incentive funds) to be made without 
taking into account changes in prices (i. e. in comparable pri- 
ces), etc. 

Since newly-commissioned productive assets do not yield a 
full return at once, provision is made that payment for assets is 
not to be made until the end of the planned period for attaining 
full-capacity operation. In determining the size of allotments 
from profit to the incentive funds depending on the level of profit- 
ableness, no account will be taken of the fixed assets commissioned 
during the second half of the given year. No payment for new 
productive assets financed from the production development fund 
shall be made for two vears. 
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Khozraschot Relations, 
Prices and the Sales Indicator 


Greater economic stimulation of production largely depends 
on consolidating khozraschot relations between industrial enter- 
prises themselves and between these enterprises and trading es- 
tablishments. 

A large part of industrial enterprises sell their goods to other 
enterprises and trading organisations. The sale of goods estab- 
lishes a link between production, distribution, exchange and con- 
sumption; it demonstrates the social need for industrial goods, 
the conformity of their quality to consumer demand and the con- 
formiuty of the outlays of labour and its remuneration to the social- 
ly necessary standards. The main shortcoming of the existing sys- 
tem is that relations between enterprises are regulated primarily 
by administrative rather than economic methods. The independ- 
ence of enterprises in choosing optimum economic links is limited 
and there are too many intermediate links between producing 
enterprises and the ultimate consumers. 

Production indicators in the national economic plan are set for 
satisfying social needs, but the feedback of the production-distri- 
bution-exchange-consumption chain is not sufficiently flexible. As 
a result, the assortment and quality of goods frequently do not cor- 
respond to the demand, and in some industries there are excessive 
stocks of unsold goods. 

In conditions of public ownership of the means of production 
the basic social needs can be scientifically determined in the na- 
tional economic plan and conformity between them and production 
ensured. Market relations are formed on the basis of these funda- 
mental proportions fixed in the economic plans. But by properly 
utilising the market it is possible daily to check and revise this 
conformity, to ascertain more precisely and fully the needed as- 
sortment of goods. This conformity applies to consumer goods 
where individual tastes and requirements are diverse and rapidly 
change. 

To raise efficiency of production at an enterprise in the sense 
of saving labour, the role of profit must be enhanced, but to take 
fuller account of the market demand it is also necessary to enhance 
the importance of the indicator of goods sold, as is provided 
for in the new incentive system. The light industry has accumu- 
lated experience in assessing the economic activity of enterprises 
by the indicators of goods sold and profit and by the establishment 
of direct contacts between industry and trade. 

To consolidate the khozraschot principle in relations between 
enterprises, provision is made for extending the rights of enter- 
prises in establishing relations with suppliers and clients, and for 
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organising trade in some means of production while preserving 
centralised distribution of the main goods; provision is made for 
introducing khozraschot in supply organisations, for enhancing 
the material responsibility of enterprises to each other, for pro- 
moting direct links between industrial and trading enterprises, for 
going over from assessing the economic activities of enterprises 
by the gross output indicator to the indicator of goods sold and 
for enhancing the roie of economic contracts. 

The results of the influence of khozraschot relations between 
enterprises on stimulating production will to a decisive degree 
depend on the system of wholesale prices of industrial goods. To 
begin with, a changeover to the assessment of profitableness ac- 
cording to the ratio of profit to assets is incompatible with prices 
based on the ratio of profit to the cost of production—the principle 
on which prices were usually set in the past. Hence the need for 
revising the principle of price formation. Furthermore, prices must 
take into account the rates of allotments to incentive funds of 
enterprises and also as a minimum the allotments from profit in 
the form of payment for assets. It is planned to use additions to 
the price if the operating and use characteristics of goods exceed 
the indicators envisaged in standards and technical specifications. 
Wholesale prices of new goods will be set at a level which, owing 
to better technical and economic characteristics of these goods as 
compared with the old, will ensure the consumer an advantage 
and the producer a compensation of outlays, and, as a rule, higher 
profitableness of the new goods as compared with the old. 

The levelling out of profitableness of old and new goods can 
also be achieved by employing fixed payments into the budget. 
Thus, in cases where stimulation of production is not achieved 
by a planned change of price in relation to value (or setting a 
more exact price in conformity with the change of value), prof- 
itableness will be regulated within the bounds of operating prices. 
Prices will be the state’s principal means for influencing the 
proportions in which the sale of goods and exchange between en- 
terprises are made, this being done with the object of stimulating 
technological progress, organising the production of new goods 
and improving their quality. 

The fund for the development of new technology will acquire 
greater importance. It is a production fund, by means of which the 
state intervenes in relations between enterprises to accelerate the 
introduction of new technology (in the same way as the public 
consumption funds supplement the principle of distribution ac- 
cording to work). The main distinction of the fund for the devel- 
opment of new technology is that it is formed from allotments 
included in the cost of production of the entire output of the given 
sector, while the money, centralised in the ministry (so far also 
within the framework of the economic council), is paid out to 
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enterprises which make outlays for the devclopment of new tech- 
nology. Such a system is evidently possible in conditions of 
public ownership of the means of production. It relieves the enter- 
prises which are developing new technology of the development 
expenditure and shifts in onto the sector as a whole. 

Now, under the new incentive system, the fund for the devel- 
opment of new technology will be used not only for planned 
outlays of enterprises for designing, experimental or other jobs 
necessary for launching the manufacture of new goods prior to 
undertaking their serial production. It will also cover additional 
outlays connected with raising and improving the quality, durabi- 
lity and reliability of finished goods and also the higher outlays 
of the first year of mass production of new articles (in the form of 
the difference between the production cost accepted when approv- 
ing the prices of these articles and the planned production cost 
during the first year of their mass production). 

The state also intervenes in relations between enterprises by 
means of credits. Since the indicator of goods sold plays a greater 
role, the economic position of enterprises will largely depend on 
limely payments by clients. This raises the role of the State Bank 
in consolidating the payment system and advancing credit to 
operating enterprises. The issue of credits to enterprises which 
organise the manufacture of new goods and take measures to raise 
the reliability and durability of their goods will also be of great 
importance. A flexible credit policy of the State Bank will be 
highly instrumental in organising the most rational ties between 
enterprises and it will exert a positive influence on the home mar- 
ket and stimulate production. 


Incentives and the Role of Bonuses 


One of the principal features of the new incentive system is 
that it will link together the economic stimulation of enterprises 
by means of prices, profit, credits, etc., and the material interest 
of the workers in improving the operation of enterprises through 
the corresponding organisation of wages. This lays a new mate- 
rial foundation under the incentive system for the workers While 
on the scale of the entire economy today too the possibility of 
raising the living standard of the people essentially depends on 
the magnitude of accumulations within industry, at each given 
enterprise the level of wages is not as a rule connected with the 
size of profit and profitableness achieved there. This is seen from 
the following data. From 1959 to 1963, total profit in industry 
increased by 84 per cent and per worker, by 44 per cent. At the 
same time the fund of enterprises per worker rose by 10 per cent, 
while the payment of various incentives and bonuses from the 
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fund of enterprises increased only by 2 per cent. This means that 
enterprises have only limited possibilities of increasing the remu- 
neration of workers and other employees from the income created 
by the enterprises themselves, and consequently the interest of the 
workers in improving such general performance indicators as 
profitableness, the volume of goods sold and higher quality is 
absolutely inadequate. 

True, managerial, engineering and technical personnel are now 
paid bonuses for fulfilment and overfulfilment of the production- 
cost plan and in some sectors also for overfulfilment of the produc- 
tion plan and improvement of quality. But the bonus fund is a 
part of the wages fund planned for the enterprise and its size is 
not linked with the level of the cost of production and total saving 
on costs. At the same time a reduction of production costs often 
runs counter to an improvement in quality. To this it should be 
added that as a rule distribution of the wages fund by enterprises 
is carried out “according to the achieved level.” Owing to this, an 
enterprise has no reliable sources for the payment of bonuses, 
which reduces the efficacy of the bonus system. 

What is the connecting link between the economic stimulation 
of enterprises and material incentives to the personnel? Profit and 
bonuses can primarily be such a connecting link because the 
advantageous nature of production for an enterprise is expressed 
in profit, while bonuses are the part of wages which are most close- 
ly connected with the total results of an enterprise’s operation, 
particularly profit. 

As the role of profit in stimulating enterprises rises, the impor- 
tance of bonuses in wages increases. Profit turns into an impor- 
{ant source of the bonus fund, the fund for rewarding workers for 
improving the operation of their enterprise. This fund will be used 
to pay all bonuses to managerial, engineering and technical per- 
sonnel for the results of their economic activity and also the bo- 
nuses to workers in addition to those that are paid from the wages 
fund. 

What should be the correlation between the part of wages, 
formed from profit and from the wages fund? Wages express the 
relationship of each factory and office worker with society as a 
whole as the owner of the means of production, and with the enter- 
prise at which they work. Ownership of the means of production 
by the entire people makes it possible to guarantee each worker 
payment according to single labour rates and salaries fixed in a 
centralised way. 

At the same time the social evaluation of the labour of each 
worker must not be made solely depending on his individual 
contribution, because at a modern enterprise the results of labour 
are largely determined by the efforts of the entire personnel and 
society receives goods not from an individual, isolated producer, 
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but from the enterprise. That is why part of the wages must be 
made dependent on the total results of an enterprise’s operation 
and the profit created by the enterprise. Morcover, distribution of 
the material incentive fund between shops of an enterprise should 
be made depending on their contribution to the total results of 
the enterprise’s operation. This presupposes strengthening khoz- 
raschot within an enterprise, which will make possible the opri- 
imum dovetailing of individual, group and collective interests. 

Labour rates and salaries established in a centralised way 
must, as hitherto, comprise the basis of wages because only in 
this way is it possible to ensure uniformity in remuneration for 
individual results of the labour and skill of the worker. Rates and 
salaries will be revised in a centralised way in order to systema- 
tically raise the minimum wage and reduce the gap between 
wages in the lower and higher brackets and constantly introduce 
technically-substantiated output standards. 

Formation of material incentive funds from profit and the in- 
troduction of khozraschot within enterprises should raise the in- 
terest of enterprises in improving labour rating and organisation. 
To raise the material interest of workers in reducing the labour 
expenditure and in attaining the new standards of output and serv- 
ice, the new incentive system provides that when standards are 
revised, following the application of organisational and technical 
measures, part of the resultant saving may be used for additional 
remuneration of workers for three to six months. 

Greater material interest of workers in the total results of an 
enterprise’s operation will strengthen the economic basis for the 
broad participation of the personnel in managing production. The 
rights of enterprises are extended in choosing indicators and 
terms for the payment of bonuses which must be differentiated not 
only by sectors of production but also by categories of workers 
within an enterprise. All this will help create a more flexible and 
effective material incentive system in Soviet industry. 


(Voprosy Ekonomiki, No. 10, 1963) 


CREDIT AND INDUSTRIAL 
DEVELOPMENT 


by V. Vorobyev 


Credit is an important economic factor in raising the efficiency 
of social production. The effect of credit on industrial development 
is tied up with improved planning, greater material incentives, 
better price setting and full khozraschot at industrial enterprises. 
These problems must all be solved if the 1965 reform is to be 
successful. 


An Indispensable Condition 


Bank credit is indispensable for expanded socialist reproduc- 
tion. Bank loans are more than just temporary aid, as some 
economists believe; they are an essential part of the production 
cycle of an enterprise and the turnover of funds in the process of 
production and marketing. The state has been granting more 
credits to all sectors of national economy each year, and plans to 
step up this practice in future. Last year alone industry received 
155 thousand million rubles in bank credits which goes to show 
the role credit plays in Soviet industrial development. 

The money needed to run industrial enterprises comes mostly 
from their own funds and bank credits. In addition there is the 
money owing to other economic organisations. In 1935 bank 
credits averaged 26 per cent of the circulating capital of enterpris- 
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es while in 1964 the figure was 44.7 per cent. At the same time 
the percentage of funds owing to other economic organisations 
sharply dropped, whilc the share of State Bank credits grew by 70 
per cent in the circulating capital of enterpriscs. 

Plants and factories get credit for purchasing supplies and 
raw materials, for work in progress and unsold stocks. Loan is 
often given for money owing to the firm, for temporary needs over 
which the enterprise has no control and for other purposes. Indus- 
trial executives readily use credit to install new equipment, to 
modernise and mechanise production and to increase the output of 
consumer goods. 


New Features in Crediting 


It is up to the banks to differentiate in their approach to enter- 
prises and organisations with regard to granting credits and 
settling accounts. 

What is being done in this direction? 

As before, in granting credit a bank will give preference to 
well-run enterprises and organisations which fulfil production, 
sales and accumulation plans, and maintain their own circulating 
capital. At the same time credit will also be used to encourage 
poorly functioning enterprises. With changed conditions, the 
economic and financial activities of factories and plants will be 
judged by other indicators. The personnel at an enterprise should 
be able to feel that more credits and opportunities will be forth- 
coming with better work. In this respect advanced enterprises will 
enjoy more privileges and banks will have a greater influence on 
poorly run enterprises. 

To ensure more effective use of circulating assets, improve ac- 
counting and financial control over sales, State Bank credits for 
non-seasonal industrial enterprises will mainly depend on the turn- 
over of material resources and wages and salaries paid, with the 
enterprises supplying the remainder of circulating assets. This 
method of granting credits has proved worthwhile in practice. By 
the beginning of 1965 two thousand big industrial enterprises had 
received credits amounting to 2.3 thousand million rubles based 
on the turnover of material resources. 

Credits will also be granted for paying wages. Wages are an 
important element of cost and in many cases it is economically 
sound to extend credit for this purpose. Banks have long been issu- 
ing loans, for example, to state farms. Credits for wages and sala- 
ries will strengthen the principle of material incentive. 

In order to promote industry the State Bank will conduct 
the following experiment in 1966-67: certain plants and factories 
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will be given credits needed to fulfil the production plan and mar- 
ket the produce. In this way the enterprise will have greater free- 
dom in using its circulating assets. 

Since sales of products are an important indicator in the opera- 
tion of plants and factories, it is essential for them to receive 
prompt payment for deliveries. Timely marketing of goods 
is imperative for making profits and building up incentive funds. 
Delayed payment affects both the buyer and the seller through 
no fault of the latter. 

Measures have been taken to increase buyers’ responsibility 
for timely payment. At the same time the State Bank and the 
Stroybank (The Bank for Construction) are allowed to grant 
short-term credits (up to 30 days) to industrial enterprises, cons- 
truction projects and contracting organisations in the event of 
temporary financial difficulties to enable them to settle accounts 
with the suppliers of materials, equipment and services. These 
credits are to be repaid in the same way as credits for material 
resources. 

The purpose of all these steps is to radically improve the pay- 
ment procedure, minimize cases of default and protect the sup- 
plier’s interests. 

In order to make it financially advantageous to manufacture 
new products of higher quality the State Bank will offer credit to 
industrial enterprises for surplus stocks of raw materials and other 
supplies, semi-finished goods, work in progress and expenses in- 
volved in starting new production. Credit can be granted for 
launching the manufacture of new goods, improving their quality, 
reliability and durability, the expenses involved as well as the 
credit to be paid out of income from the sale of these goods. 

Methods of financing capital construction are also to change 
considerably. Up to now capital investments in industry have in 
most cases been financed from non-repayable budget funds. At the 
same time the State Bank has for many years been giving credit 
for capital investments to finance the introduction of new equip- 
ment and the mechanisation of production, as well as for expand- 
ing the manufacture of consumer goods and goods for services. 
The Stroybank has also been experimenting with credit for cons- 
truction projects. 

This practice has shown that credit is a much more advan- 
tageous way of financing than non-repayable budget funds. Know- 
ing that the loan will have to be repaid, executives are more care- 
ful about estimating the capital required for investments and more 
concerned about the timely completion of construction, installation 
of equipment, commissioning of projects and bringing output up 
to the rated capacity. 

Under the new conditions of economic management new enter- 
prises will be built on credits supplied by the Stroybank and 
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the industry’s own funds earmarked for this purpose in the finan- 
cial plan, provided that the outlay be repaid within five years 
from the time the project goes into operation. 

Under the centralised plan of capital investment the re- 
construction and extension of existing plants and factories will be 
financed partly from the profit and depreciation allowances for 
complete restoration of fixed assets and partly from Stroybank cre- 
dits. Budgetary allocations for this purpose must be authorised by 
the USSR Council of Ministers. 

Credits for capital investments in industry will encourage 
mobilisation of the enterprises’ own reserves, reduce stocks of 
uninstalled equipment and speed up the commissioning of new 
projects and bringing them into full and efficient operation. 

Although factories and plants will have considerable funds 
for expanding production, bank credit will remain an important 
factor in introducing new equipment, mechanisation and automa- 
tion of production processes, modernisation of equipment and 
other measures. It will remain a major source for financing ex- 
panded production of consumer goods and improvement in their 
quality. 

Such credits are granted for a period of up to six years from 
the date of the first loan with the provision that the outlays invol- 
ved are to be paid back in that period. The credit is to be repaid 
from the resulting profits and 50 per cent of the turnover tax from 
the sale of consumer goods. 


More Responsibility and Greater Incentive 


In the new conditions enterprises will be more responsible 
for making better use of budgetary funds and bank credit. The 
present system of replenishing circulating funds from the budget 
is being discontinued. Enterprises which have failed to secure the 
planned profit or have incurred losses over and above the plan, 
thus dipping into circulating assets, will have to make up the los- 
ses from above-plan surpluses subsequently accumulated. 

At the same time the State Bank is now entitled to grant 
credits for periods of up to two years to replenish temporary 
shortages of circulating assets provided adequate provision is 
made for repayment. It is understood that under the new set-up 
plants and factories will be allotted circulating assets within set 
norms. 

Interest charged by the bank for credit will now play a greater 
role, as a means of enabling the State Bank to control the opera- 
tion of enterprises. Interest on bank credit should be an economic 
lever to ensure rational employment of material and monetary 
resources and strengthen khozraschot. 
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Rates of interest on credit will vary and will be increased 
to ensure more effective utilisation of bank loans and enhance 
the responsibility of enterprises to the state. In other words, the 
State Bank will set different interest rates depending on the pur- 
pose of the credit. Thus loans for planned requirements will be 
granted at normal interest while higher interest will be charged 
on credits necessitated by faulty economic and financial manage- 
ment. 

Interest charged on credit for surplus stock will be set in the 
same way as payment for fixed and circulating assets, the only 
exception being stocks whose accumulation is necessitated by the 
seasonal nature of procurement and processing. 

If an enterprise has failed to secure the planned profit or has 
incurred losses over and above the plan, if it has dipped into its 
circulating assets, higher interest will be charged for credit 
to replenish the lack of circulating assets. Higher interest will also 
be charged on loans for surplus stocks, granted as an exception 
and, of course, on overdue loans. 

Buyers will have to pay bigger fines for delayed payments of 
accounts for goods and services. It is important that interest on 
bank credit and fines for delayed payment of accounts and for 
unjustified refusal to accept bills will have a direct bearing on the 
profitability of enterprises and organisations, thus increasing 
their responsibility for efficient management. 

There is also to be greater material incentive for production 
collectives. All money paid by enterprises to workers, engineers, 
technicians and managerial staff in the form of wages, salaries 
and bonuses comes from the State Bank. The procedure for paying 
these funds which constitute the Bank’s main cash outlay, is now 
being changed. 

As before, plants and factories will receive funds for wages 
and salaries depending on the fulfilment of their production plans. 
However, the concrete indicator used to determine the amount of 
money to be received will now be set for different industries 
by the ministries and departments concerned, in coordination with 
the State Bank. 

If the production plan is overfulfilled, funds for wages and sa- 
laries will be calculated according to special rates for each per cent 
over and above the plan. 

Control over the expenditure of wages and salaries funds will 
now be effected on a quarterly, not monthly basis. Should an enter- 
prise pay out more than it is entitled to, with respect to the 
fulfilment of its quarterly plan, it must make up the difference 
from its wages and salaries fund within 3-6 months. 

Considerable changes will also be made in the procedure of 
granting bonuses to managerial and technical personnel in the 
event of unwarranted outlays from the wages fund and after it 
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has been compensated. In particular, these employees would for- 
feit part of their bonuses. Part of the bonuses due them would be 
withheld until compensation was made in order to expedite 
adjustment of the wage fund. 

The purpose of these measures is to give enterprises greater 
managerial freedom, enhance material incentive for managers, 
the workers’ collective as a whole and every individual employee. 


(Ekonomicheskaya Gazeta, No. 46, November 1965) 


PROFIT AND PERSONAL INCENTIVE 


by A. Volkov 


Since questions of planning, price formation, financing and 
material incentive are so closely linked, it is not enough to solve 
them separately to achieve the main goal of raising the efficiency 
of social production. It requires a complex solution of all these 
problems in order to find ways and means of increasing produc- 
tion and the national income so as to ensure greater accumula- 
tion, essential for economic progress, and accelerate the rise in 
living standards. 

The Soviet Union has recently carried out a series of impor- 
tant measures to raise living standards. Much was involved. Mi- 
nimum wages had to be raised, the wage-rate system had to be 
streamlined, the working day had to be shortened without cut- 
ing wages; all these steps were undertaken at a time of lagging 
agricultural production and an inadequate supply of consumer 
goods. 

The economic reform of 1965 provides new opportunities for 
increasing material incentive and raising living standards. 

At the present stage every one is paid according to work done. 
This is the basic source of satisfying people’s material and cul- 
tural requirements. Greater efficiency of production should be 
coupled with a boosted growth of wages and salaries in order to 
maintain the correct rate-of-growth ratio between wages and 
public consumption funds. 
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At the same time the income of those in the lower wage 
bracket should be further raised, mainly by increasing the mini- 
mum wage. 

The main objective now is to considerably increase eco- 
nomic incentive in production, to enhance the interest of all 
workers in radically improving production indicators. 

The problems of wages and salaries and material incentive 
are extremely complicated; they are directly connected with nu- 
merous socio-economic problems arising in the course of econo- 
mic development. The state should always correlate measures to 
raise wages and salaries with what the national economy can 
provide. 

The crux of the problem is what means can be used to increa- 
se wages and salaries, to provide additional material incentives. 
Numerous proposals for enhancing material incentives have been 
made in recent years in the press and at economic conferences 
and discussions. A careful analysis shows that most of these pro- 
posals assume an additional increase in cash wages and salaries 
from planned funds, often with very little or no increase in labour 
productivity. The point is, however, that the funds contemplated 
in the plans to raise wages and bonuses are far from sufficient for 
a marked increase in material incentive. 

Here we have what would seem to be a vicious circle: the ma- 
terial incentive must be enhanced through raising wages, which 
entails higher productivity of social labour and greater output 
of consumer goods which in turn calls for greater material in- 
centive. 

In 1919, in his article “The Great Beginning” Lenin wrote 
that such contradictions would arise in the course of economic 
development. At that time our country was beginning to rebuild 
its economy, and in order to raise labour productivity it was 
necessary to step up production of consumer goods, to have 
enough to feed the working people, while greater output of consu- 
mer goods depended on higher labour productivity. To resolve 
these contradictions, Lenin wrote, we must break the vicious circle 
by stimulating the creative initiative and enthusiasm of the 
masses. The solution in 1919 was the Communist Subbotnik cam- 
paign(when people worked without pay on days off). 

Our economy has now reached a level where the problem can 
be solved both through encouragement of labour enthusiasm and, 
what is most important, through finding new internal sources of 
enhancing material incentives. The economic reform provides new 
economic levers to raise labour productivity and increase the 
national income, thus steadily raising the standard of living. 

There are two ways of enhancing material incentive. One is 
a planned centralised increase of wage rates and salaries and 
the other, the new way, is the more extensive use of part of the 
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profits earned by each enterprise for materia! stimulation. 

The material incentive fund derived from part of the profits 
will be an additional source of raising wages in the next five-year- 
plan period. Greater dependence of wages on the overall results 
of an enterprise’s operation will promote more consistent applica- 
tion of the socialist principle of distribution according to labour. 
This means that the work of each employee will be better apprai- 
sed, both from the viewpoint of individual results and those of 
the entire collective. Higher profits and greater profitableness of 
an enterprise will have a direct bearing on the earnings of its 
workers. Bonuses and other premiums paid out of the material 
incentive fund will be taken into account in calculating average 
wages and salaries. 

Some economists were in favour of abolishing fixed wages 
and salaries and allowing each enterprise to settle the matter in 
its own way. This is wrong, since state control over wages and 
salaries is an essential feature of socialist economy, otherwise 
wages would differ for the same work. 

Now that part of the earnings will depend on the profit 
earned by a particular enterprise the question of state control 
over wages is seen in a new light. Of particular importance are 
such questions as determining the proportion of profits to go into 
the material incentive fund, correct rate-setting, control over the 
correlation of wages and salaries at similar enterprises of vari- 
ous industries, etc. 

Apart from its economic importance the problem of wages 
and salaries is a serious political issue which requires careful 
consideration and a thorough analysis of all the facts. In improv- 
ing the wages and salaries system we must be sure that a certain 
stability is maintained. Employees should know what to expect 
for their work. If wages rates keep fluctuating the worker can ne- 
ver feel sure he is being adequately paid for his labour. 

In the new conditions bonuses and other premiums will do 
more to improve the work of an enterprise. Employees will be 
paid premiums from annual profits depending on the length of 
uninterrupted service at a given enterprise. Remuneration for 
uninterrupted service will depend on how they contribute to the 
development of production. This is expected to be more effective 
than the old system of remuneration for seniority. 

Previously only one-fifth of the working people engaged in 
the national economy received seniority premiums. In many in- 
stances some workers received it while their mates at the factory 
did not, aside from the fact that working conditions were not 
always taken into account in distributing premiums. Estimates 
show that applied to the national economy as a whole a system ol 
awarding premiums on the basis of seniority would involve the 
expenditure of vast sums which could be used for other measures 
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to improve material incentive and raise living standards. There- 
fore it has been decided to adopt another method of rewarding 
the workers for conscientious and uninterrupted service—from 
the profit used for stimulating production. 

It has long been suggested that the foreman be given more 
responsibility and higher wages. Frequently there is a disparity 
between the earnings of foremen and skilled workers if pro- 
duction quotas are not reviewed for a long time. Sometimes 
workers earn more than the foreman. Since the foreman now 
contributes more to production, directors now have the right to 
raise the wages of highly skilled foremen and technical personnel 
in order to provide an additional incentive, this increase amount- 
ing to up to 30 per cent of their fixed salaries, to be paid out of the 
planned wages fund. However, this right should be exercised in 
moderation to avoid unwarranted disproportion in the earnings 
of foremen and the higher categories of workers, such as heads of 
sections, shops, and so on. 

The system of material incentive will help to radically improve 
the organisation of labour and production at each enterprise, 
to increase sales and profits without major additional invest- 
ments. The task is to make scientific organisation of labour part 
and parcel of the measures to raise the efficiency of production 
and the basis for further increasing the earnings of industrial 
workers. 

The economic reform focuses the attention of industrial em- 
ployees on the cardinal issue of ensuring the profitableness of 
their enterprises and turning out quality products that are in 
demand. This will naturally result in higher earnings. 

The new system of planning and production incentives is 
being introduced at certain enterprises during the first few 
months of 1966 and then in industries; in 1967-68 it will apply to 
the industry as a whole. This procedure will expedite the use 
of practical experience of advanced enterprises, help to quickly 
raise production efficiency in order to improve living standards. 


(Pravda, November 14, 1965) 


MATERIAL INCENTIVE AND THE INTERESTS 
OF AN ENTERPRISE 


by I. Goberman 


The economic reform of 1965 provides opportunities to increase 
the interest of the collective and of each worker in improving 
the overall operating results of their enterprise. It is based on 
both theoretical conclusions and practical experience. One expe- 
riment was made in three big motor depots in Moscow and two 
in Leningrad. 

Motor transport in the Soviet Union carries over ten thousand 
million tons of cargo annually, more than the railways, water- 
ways and oil pipe lines. 

However, both the lorry depots and the organisations they 
serve are not very much interested in making transport cheaper. 
The income of depots and the transport costs of their customers are 
predetermined by plan. Any improvement in the plan indicators 
has little effect on the workers’ wages. At the same time lorry 
depots would like the plans handed down ‘from above’ to be as 
easy to fulfil as possible. 

In May 1965 three lorry depots in Moscow received, instead 
of a detailed plan with numerous indicators, only one assign- 
ment—the amount of the required profit deductions to be paid 
into the budget, and the list of enterprises and organisations they 
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were to serve. The managers of the depots were given extensive 
powers. They were allowed to draw up their own staff schedules and 
select the best systems of wages and salaries, and of incentives 
for all categories of workers. The question of profit was scttled in 
the following manner. Formerly these organisations assigned 99 
per cent of planned profit and 80 per cent of all profit in excess of 
the plan to the budget. This procedure did not provide sufficient 
incentive for the workers to raise the profitableness of the depots. 
Now the ratio of deductions from planned profit remains unchang- 
ed: 99 per cent to the state and one per cent to the lorry depot. 
But of the profit in excess of the plan, 60 per cent belongs to the 
enterprise while 40 per cent is taken by the state. 

This innovation is beneficial both for the state and the depots. 
The fact is that today’s 40 per cent profit obtained by the state 
on earnings over and above the plan amounts to much more than 
the former 80 per cent. In 1964 the three lorry depots in Moscow 
paid 72,000 rubles to the state budget from May to August, while 
in the same period of 1965 they paid the state 319,000 rubles, a 
350 per cent increase. The explanation is simple: the depots receiv- 
ed 792,600 rubles of profit from May to August 1964, while the 
profit obtained in the same period of 1965 was 1,536,700 rubles, 
nearly twice as much. Service to customers also improved consi- 
derably. 

The experiment was conducted at different motor transport or- 
ganisations. Lorry depot No. 1 handles bricks, reinforced concrete 
parts, commercial concrete, asphalt and other building materials. 
Lorry depot No. 5 carries foodstuffs and industrial goods for trad- 
ing and catering establishments, while depot No. 9 deals 
with interurban transport and handles heavy and _ oversize 
cargoes. 

The new system sharply improved operational indicators 
at all three enterprises. Labour productivity per worker grew by 
32.6 per cent. Average earnings also rose and the utilisation of 
fixed assets considerably improved. Profit per ruble of fixed cap- 
ital grew by 93 per cent compared to the same period in the 
preceding year, a 10-fold increase over other Moscow depots en- 
gaged in similar operations. Four hundred and sixty-three thou- 
sand rubles were deducted from the profit in excess of'the plan and 
paid into the enterprises’ own fund in that period. The increase in 
profit of lorry depot No. | from May to August 1965 compared to 
the same period in 1964 exceeded that of 17 other big automobile 
depots of the department of construction transport. The situation 
is much the same in the departments of commercial and interur- 
ban transport, to which lorry depots Nos. 5 and 9 belong. 

The new system of incentives for the workers at the three 
enterprises is not the only factor contributing to these achieve- 
ments. No less important is the fact that the management of the 
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depots now “have their hands untied,” they have been given 
greater rights and opportunities to run their organisations in the 
most rational manner. The experiments were preceded by thor- 
ough preparation, in which all workers took part. The three col- 
lectives selected appropriate wage and salary systems, worked 
out production and financial plans, other organisational and 
technical measures, regulations on the distribution of profit, etc. 
They decided how to exercise the new extensive rights—rights to 
sell, buy and write off fixed assets, to provide incentives to the 
workers of the client enterprises for making the best use of the 
lorries, etc. 

Typical results were obtained at lorry depot No. | where pro- 
fit per ruble of fixed assets grew from 5.9 to 10.4 kopecks, and 
profit per worker, from 196 to 376.4 rubles. Although the number 
of lorries remained practically unchanged, the volume of transpor- 
tation in tons increased by 13 per cent, and the cargo turnover 
by 15 per cent. The number of workers at the depot dropped 
by 6.8 per cent, or 179 people, while the percentage decrease in 
the workforce of lorry depots Nos. 5 and 9 was even greater. 
All the superfluous workers were transferred to other enter- 
prises. 

The new system of planning gave a powerful impetus to the 
initiative of rank and file workers; hundreds of people took part 
in managerial discussions and began to search for new reserves. 
The workers of the experimental motor transport establishments 
became directly interested in raising labour productivity and bet- 
ter operation of the lorries. Within a short time dozens of propo- 
sals were made for radical improvements in the work of the de- 
pots. For example, a group of workers suggested a modification in 
the body of a dump-truck enabling it to carry different cargoes. 
The lorry depots were able to offer rewards not only to their 
own best workers, but also to the employees of the plants they 
serve. 

Formerly the drivers were paid lower piece rates for back load- 
ing and were not interested in full loads. This resulted in a loss to 
the depots. Now the drivers get additional payment for backload- 
ing. As a result, empty runs have considerably decreased. 

Lorry depot No. 5 improved its repair service and introduced 
a system of bonuses for drivers, repair workers, engineers and 
technicians for cutting repair expenses. In four months repair 
expenses dropped by 22,500 rubles, while runs between overhauls 
increased. 

The utilisation of lorries at depot No. 5 improved sharply after 
the introduction of the new system. On working days 89-94 per 
cent of the available fleet roll out to work. Delayed departure 
from the depot because of technical trouble has been reduced by 
58 per cent and idle time on the run, by 42 per cent. The quality 
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of repairs has improved and labour productivity and wages have 
noticeably risen. 

The workers of depot No. 9 organised 19 container exchange 
points in the Moscow, Vladimir and Kalinin regions, and cut 
freight rates for incidental cargo by 25-28 per cent. As a result, 
98 of every 100 homebound containers are fully loaded. The re- 
sultant saving is some six thousand rubles a month to the depot, 
and about three thousand rubles a month to the clients. 

It should be mentioned specially that the new procedure helped 
strengthen labour discipline at the depots. As is well known, a 
careless attitude to labour decreases profit and the earnings of all 
workers. They look after the equipment better and seek to make 
better use of it. As a result, empty runs in all the three depots 
have dropped by 14 per cent, while the freight turnover has 
increased greatly. 

The public organisations at the experimental depots partici- 
pate directly in working out the payments systems and in award- 
ing bonuses to workers. Workers’ wages at these enterprises de- 
pend to a considerable extent on the profit, while the salaries of 
engineers and managerial personnel, in their turn, depend on the 
workers’ earnings. Thus all employees without exception are in- 
terested in improving the work at their enterprise. 

The significance of moral incentives has also increased at all 
the three enterprises. Workers’ meetings play a much greater role. 
All questions connected with the new methods of work were settled 
collectively, after thorough consultations with engineers, techni- 
cians, advanced workers and Party activists. During the meetings 
the workers showed keen interest in the results of their work. For 
instance, the participants in a meeting held in depot No. 9 to 
discuss the first results of the experiment said that the work had 
become much more interesting, that material incentive compelled 
everybody to improve his skill, find better methods of work, strive 
to fulfil and overfulfil the assignments and in no case to “tet 
down” his workmates. 

The new system makes for better relations between people and 
strengthens the spirit of collective comradeship. Here is an exam- 
ple. Having completed their monthly assignment 
ahead of time, on June 28, the repair team led by N. Bulganov, 
acting on their own initiative, without any inducement ‘from 
above,” offered to help another team that was behind schedule. 
Asked why he decided to do this, the team leader replied: “We did 
the natural thing. Today we help our mates, tomorrow they will 
help us. We have one task and are working for one cause.” 

The results of the experiment are quite encouraging. The new 
methods will be tested on a greater scale. But all these are only 
the initial steps in the improvement of motor transport. Many 
problems still await solution. 
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In our view, deductions from profit to the credit of lorry depots 
should amount to a certain percentage of the value of productive 
assets, which, in their turn, should be determined by the depot 
itself, depending on the turnover of various types of cargo. Ways 
should be found of making enterprises more interested in getting 
bigger assignments and, consequently, greater deductions to the 
credit of their funds. The principles of work and the obligations of 
certain sections of enterprises in the new conditions have not been 
clearly defined. Extension of the experiment will clarify these 
questions. 

It has been proved that the new system of planning and the 
maximum extension of the rights and managerial freedom of en- 
terprises is in full conformity with the interests of socialist pro- 
duction. 


(Pravda, October 1, 1965) 


DIRECT BUSINESS DEALINGS 
OR THROUGH AN INTERMEDIARY? 


by S. Trifonov 


The new system of management, planning and economic sti- 
mulation of production brings to the fore the problem of improv- 
ing economic ties between trade and industry. Trade must become 
a more effective economic lever in regulating production. Ma- 
nufacturing enterprises and trading establishments must assume 
greater responsibility for fulfilling orders and contracts. Manufac- 
turers should be urged to produce only those goods which are in 
good demand, to improve the quality and assortment of products. 

This is the underlying principle of the new experimental sys- 
tem of production planning introduced at the clothing estab- 
lishments “Bolshevichka” in Moscow and ‘“Mayak” in Gorky. 
Planning proceeds from the orders of trading organisations and 
shops which now deal directly with the clothing manufacturers. 
The business done by these enterprises is judged in terms of ful- 
filling sales and profit targets. The experiment has brought good 
results, and the new system is being introduced at many light in- 
dustry establishments. 

The purpose of sales plans is to link production more close- 
ly with consumption, to induce enterprises to raise the quality 
of their products. An enterprise making inferior quality goods 
will be unable to sell them, unable to fulfil the sales plan. Rational 
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direct dealings between trade and production should be developed. 

By direct ties we mean direct business dealings between a 
factory or plant and a shop, a trade department or a district con- 
sumer society without an intermediary, that is, without a whole- 
sale trading organisation. This eliminates unnecessary re-ship- 
ping, cuts down overhead expenses and simplifies planning. Pro- 
duction and trade personnel have a freer hand in regulating pro- 
duction, depending on demand. Up to now only a limited amount 
of business has been transacted directly between shops and indus- 
trial enterprises. For a long time big shops and trading depart- 
ments have been placing orders with factories and plants for 
bread, cereals, flour, whole milk products, alcoholic and non- 
alcoholic beverages and some other foodstuffs. Certain industrial 
goods are also purchased by trading organisations, department 
stores and specialised shops direct from the manufacturers. 

Doing business directly is most effective when shops and re- 
tail trading organisations are situated close to the manufactu- 
rers—in the same town, region or republic. This way they are 
able to maintain steady, direct contact. However, if the shop is 
located, say, in Vladivostok in the Far East and the factory in 
Ivanovo in central Russia such business dealings are generally 
impracticable. Even so, certain very big trading departments 
or department stores may find it expedient to buy industrial goods 
from factories in other regions or republics. 

It is not advantageous for all shops to deal directly with the 
manufacturers. It is worthwhile for large shops, trade depart- 
ments, factory workers’ supply departments and district consumer 
societies whose orders are large enough to warrant production on 
the optimum scale, and enable production sections and whole fac- 
tories to specialise. In this way trade has a greater influence on 
the variety and quality of goods. Even in the case of the “Bolshe- 
vichka” clothing factory which sells all its goods in Moscow direct 
business dealings are limited: of the more than 200 clothing shops 
in Moscow only 19 of the biggest deal directly with the factory. 

Direct dealings with hundreds of thousands of medium-size 
and small shops and factories would entail great difficulties for 
manufacturers. Small orders would require constant readjustment 
of production and unwarranted diversification of production. Ma- 
nufacturers would require a much greater marketing apparatus 
than the present wholesale trade system. On the other hand, it 
would mean that a shop dealing with, say, woolen fabrics, would 
have to purchase and store goods produced in various parts of the 
country. Were it to deal directly with each manufacturer, it would 
require a special staff and incur the additional expense of sending 
buyers to factories to purchase small quantities of goods. 

Under the new method of production planning and placing 
direct orders with manufacturers, wholesale trade will still remain 
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a major means of supplying retail items to the customer. Whole- 
sale organisations stock goods made in the locality, as well as 
those made in other parts of the country and imported goods. 
Many commodities cannot be shipped directly from factories to 
shops; it is better to distribute them through wholesale depots 
where orders for seasonal goods can be placed according to size, 
colour or design. The greater the variety of goods in wholesale 
depots, the more they will sell to retail organisations and shops. 

We feel that far from diminishing the role of wholesale organi- 
sations the new methods being adopted will enhance their impor- 
tance. They will have to pay more attention to studying demand 
and correctly assessing consumer requirements. Along with the 
shops, trade departments and consumer societies which come into 
direct contact with the manufacturers, wholesale depots should 
place orders for consumer goods in demand. 

Clothing and footwear factories that switched over to the new 
system of production planning and delivery in the second half of 
1965 sell about 15-20 per cent of their produce directly to shops, 
the remainder being shipped to wholesale depots under contracts. 
One clothing firm in Byelorussia sells a quarter of its production 
to retail organisations and three quarters to wholesale depots. 
Many more such examples could be cited. It is particularly ad- 
vantageous for factories to dispose of their output through whole- 
sale trade when a major portion of their goods is sold outside 
their republic. State wholesale organisations effect delivery of 
goods between republics which cannot be handled by retail trad- 
ing establishments. 

Under the sectoral principle of industrial management whole- 
sale trade organisations should study the demand for particular 
goods, sum up orders placed by trading organisations within 
union republics and present their demands to industrial ministries 
on a national scale. 

Wholesale depots are also an excellent means of controlling 
the quality of industrial goods, of rejecting goods of inferior qual- 
ity. 
In recent years industrial enterprises have taken to regularly 
exhibiting their goods at wholesale fairs where trading establish- 
ments can place their orders. Such fairs are an eflective means of 
keeping industrial production in line with trade requirements. 

Under the new conditions distribution of commodities is still 
an important task of wholesale organisations. Goods should be 
shipped where they are needed most, regardless of republican 
boundaries. 

It is expedient to set up a nation-wide system of wholesale 
trade in major consumer goods. We believe that it should be han- 
dled by the USSR Ministry of Trade. Centralisation of wholesale 
trade will promote development of its material base and ensure the 


105 


most rational distribution of storage facilities throughout the 
country. In handling the bulk of commodity resources, wholesale 
organisations will be able to manipulate them better, fill orders 
for seasonal goods in the desired assortment and save the shops 
from having to stock large quantities of goods. 

Development of rational, direct dealings between retail trad- 
ing establishments and organisations and the manufacturers, 
coupled with an improvement of wholesale trade is an essential 
condition for increasing the volume of trade and satisfying the 
growing demands of the population. 


(Pravda, November 17, 1965) 


CENTRALISED MANAGEMENT: 
TO WHAT EXTENT? 


by G. Kulagin 


Of the different problems connected with the current econom- 
ic reform, the most pressing, if not the most complex, is that 
of rationally combining centralised management with the inde- 
pendent functioning of enterprises. 

It will take several years to apply these economic methods 
throughout industry as a whole. Sectoral ministries have already 
been set up and are functioning, staffed for the most part by 
specialists from former state committees and regional economic 
councils. Many of these executives will find it difficult to give up 
purely administrative methods of management. The economic 
reform is bound to run into difficulties unless relations between 
managerial bodies and enterprises are placed on a new footing 
from the very beginning. 

True, the Statute of the Socialist Industrial Enterprise stipu- 
lates: “The enterprise shall not be responsible for meeting the 
commitments of the body to which it is subordinated... The body 
to which the enterprise is subordinated shall not be responsible 
for the enterprise’s commitments.” And further: “The state shall 
not be responsible for meeting the commitments of the enterprise, 
nor shall the enterprise be responsible for the commitments of the 
state.” 
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Clearly formulated, this provision emphasises the enterprise’s 
prerogatives and liability. But any organisation possessing ad- 
ministrative rights may order an undertaking which entails defi- 
nite material and legal obligations for the enterprise charged with 
carrying it out. 

I can cite dozens of instances where such directives have run 
counter to the interests of an enterprise. For example, the Le- 
ningrad Economic Council directed our firm to manufacture coul- 
ters for farm machinery. This involved a loss of 100,000 rubles 
which was never compensated. Three years ago we were instruct- 
ed to buy a briquetting press, by way of introducing new tech- 
nology, which turned out to be impractical. The press is still 
lying in the warehouse, an unnecessary expense. Some time ago 
our regional economic council decided to switch 140 ordinary 
DIP-200 lathes to programme control. The order was carried out, 
but many of the modernized machines still stand idle. This is 
only one of the many instances when the economic council bore 
no responsibility for rash decisions, while the plants incurred 
material loss. 

At times even rational directives run counter to the interests 
of an enterprise. For example, we have been directed to begin 
using cast iron alloyed with molybdenum, chrome and _ nickel. 
However this measure, essential for increasing the wear resist- 
ance of our machine tools, involves a cost of 364,000 rubles. So 
far we have not been able to compensate for this additional ex- 
penditure by having the cost indicator changed or the factory 
price raised. 

Such practices can completely upset khozraschot and frustrate 
economic incentives to develop production. 

There are a number of ways of tackling this problem. Some 
executives place all their hopes on computers and cybernetics 
which are expected to perfect planning at all levels. I do not agree 
with this. Our national economy is too complex and mobile to 
rigidly stick to plans covering the whole range of relations bet- 
ween enterprises and higher bodies. Unexpected factors—drought, 
flood, the discovery of a new mineral deposit, a valuable inven- 
tion—inevitably demand timely state intervention in the work of 
enterprises. Life does not stand still and there will always be 
contingencies, even under ideal planning. 

Some specialists feel the answer is to accumulate greater re- 
serves. There is no doubt that both material and labour reserves 
are necessary, but surely compensation is a better solution to 
the problems. Compensation may assume a variety of forms, such 
as higher prices, additional wages funds, more capital for build- 
ing new plant, purchasing equipment, recouping losses, providing 
means for satisfying customers’ claims when a contract has to be 
cancelled. Compensation should be flexible in form but firm in 
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principle if an enterprise is to adhere to khozraschot. I consider 
price adjustment to be the best form of compensation. In this case 
the managerial bodies should also proceed on the basis of khoz- 
raschot principles. I believe that in time this should also apply to 
ministerial departments. 

It is evidently essential clearly to define the responsibility of 
managerial personnel to those under them and vice versa. 

In practice the foreman takes orders from the shop superin- 
tendent, the shop superintendent from the factory manager and 
the factory manager from the economic council, the assumption 
being that at each step up, the one giving orders is more compe- 
tent than his subordinate. However, this is not always the case. 
In many matters a factory manager knows much less than ithe 
shop superintendent or foreman. Only the workers’ rights are 
properly protected in this respect. A foreman will not tell a skilled 
tool-maker to assemble harrows; or, should it be necessary, he 
may get him to do the work provided the worker’s earnings are 
not affected. 

One step higher, however, you encounter an entirely different 
type of relationship. Higher bodies may yive practically any order 
to subordinate organisations. It is high time these relations were 
governed by regulations stipulating independence and responsibil- 
ity within certain limits at each stage of management, at each 
link in production; based on minimum administrative interfer- 
ence from the top down; responsibility of the subordinate to the 
superior and vice versa, preferably on a khozraschot basis. 

Considerable harm is done to the economy by isolating design- 
ing and research institutions from production. Here is a case in 
point. A designing bureau developed a series of grinding machines 
for one of our plants. In 1963 the plant had to write off more than 
20 such machines, amounting to 255,000 rubles, because of 
technical shortcomings. Forty-five machines proved unfit for 
operation, and the plant had to pay back 418,000 rubles to custom- 
ers. 

This would not have been the case if the designing office had 
been subordinated to the firm. 

Very frequently technology takes precedence over economics. 
Any new machine is considered an improvement even if inferior 
to the old one. Ministries can do very little about it unless 
technical facilities come under economic control. This is possible 
only at a khozraschot enterprise which is liable to the customer 
for the quality and technical standard of production. 

Production associations are a new experimental form of man- 
agement. In setting up sectoral ministries there is a tendency to 
do away with such associations. This is natural, since the five 
plants in our firm are now under five different departments of the 
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Ministry of Machine Tool Industry, which impedes joint manage- 
ment. 

And yet experience has shown that sectoral production asso- 
ciations have much to offer, since administrative methods are 
replaced and supplemented by economic methods. Even with the 
existing prices and relatively small allowances for material in- 
centive funds, the association has ample opportunity to manoeu- 
vre its financial, material and other resources since it has a com- 
mon production plan, balance sheet, bank account and enterprise 
fund. The management of the firm and separate plants now have a 
mutual responsibility since the profitableness of the firm directly 
depends on the efficiency of each enterprise. The attitude between 
the manager and the managed has changed psychologically. 

As general manager of the firm I cannot be indifferent to 
shortcomings in the work of one of the enterprises since it has 
a direct bearing on the wellbeing of the entire firm, on our suc- 
cesses and failures. We bear common materia! and legal responsib- 
ility. I think that the experience of firms should be studied care- 
fully. In switching over to new organisational forms we must not 
neglect the positive experience we have accumulated. 


(Ekonomicheskaya Gazeta, No. 48, December 1965) 


A FIRM IMPROVES ITS KHOZRASCHOT 


by A. Mozaleusky 


It is essential for centralised management, which is a salient 
feature of modern industrial development, to be combined with 
economic independence of the enterprises; such has been the ex- 
perience of our firm. 

The Leningrad electric engineering association, set up late 
in 1962, consists of three related engineering enterprises, a plant 
of starting control equipment and a branch research institute. The 
“Elektrosila” Plant is the principal enterprise; the others have re- 
tained their organisational structure and are headed by directors. 
The subordinate enterprises have profited from ‘Elektrosila’s” 
extensive experience and in the past few years the Pskov Electrical 
Engineering Plant and the “Rheostat” Plant in Velikiye Luki have 
stepped up production by almost 50 per cent. 

However, sufficient attention was not paid to khozraschot 
when the firm was organised. Although khozraschot automaticaily 
entails operational independence of enterprises, profitableness, 
material incentive and responsibility, it was decided, in spite of 
objections, that all banking should be done through the leading 
enterprise’s account to be used by all enterprises in the associa- 
tion. As a result, the branch enterprises lost their legal entity and 
a khozraschot was replaced by limited khozraschot within the 

rm. 

This resulted in marked curtailment of economic and material 
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responsibility of the member enterprises. Managers were not! 
interested in raising the quality of goods and delivering them 
strictly on time. They were not much concerned about fines the 
firm had to pay for their default. In effect the general manager of 
the firm had little more operational independence than the man- 
agers of associated enterprises. But a socialist enterprise must 
count on extensive initiative being displayed by the personnel. 
The experience that has been accumulated so far proves that khoz- 
raschot provides the best possible combination of material incen- 
tive for the workers and the observance of state interests. Results 
are best where khozraschot is applied to all sections of production. 

Before the firm was organised each plant wanted to make 
semi-products in its own shops. This was particularly evident 
when little attention was paid to the economic efficiency of enter- 
prises. We must produce all we need and not depend on anyone, 
was the attitude of enterprise managers. From its very inception 
the firm opposed this wasteful practice. Small uneconomical semi- 
products shops were closed. This provided excellent opportuni- 
ties for specialisation. Specialisation in designing was followed 
by specialisation in production. Once the manufacture of rotors 
was concentrated at the main plant, labour expenditure dropped 
by 10 per cent. 

Centralised marketing, supply of materials and machinery, 
planning, and capital construction proved economical for each as- 
sociated enterprise. In 1964 the plants made seven million rubles 
more in profits than when they operated separately. 

Since the amalgamation of the enterprises was definitely ad- 
vantageous from financial viewpoint the question arises as to 
why it is so important for the different enterprises in the firm 
to be operationally independent. Will it not affect the results the 
firm has achieved as a whole? It will, but in a positive, rather than 
negative sense, for association provides greater opportunities for 
profitable khozraschot relations. It also facilitates exchange of 
experience and elaboration of plans. 

Since one of the tasks of a khozraschot enterprise is to produce 
profit there is no point in organising small unprofitable shops. 
The management will find it more opportune to purchase items at 
a lower price and of superior quality, to seek the most economical 
and technically advantageous solution. 

That is now the case in shops and production sections where 
khozraschot has been introduced. It is true that we have not 
always been able to apply khozraschot methods. It is very difficult 
to introduce these methods in the shops, production sections and 
teams of a large machine building firm like ours, due to the great 
range and variety of products—we make up to two thousand types 
of machines and apparatus—and due to the close cooperation 
within the firm and within affiliated plants. This makes it hard 
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to work out unified rates of material expenditures and set the 
wages and salaries of a great number of employces, which is es- 
sential in khozraschot. So far we have only employed khozraschot 
to a limited extent. 

Our shops were given such indicators as the volume of pro- 
duction, list of goods and labour indicators (number of workers, 
wages fund and labour productivity) and shop expenditures. 
However, practical experience called for expanded khozraschot, 
'30 in the second half of the year we began to calculate the cost of 
products in five shops. Our economists are preparing to introduce 
cost indicators in all shops. 

The first results of khozraschot show that the workers now 
give much more attention to thrifty and rational use of materials. 
The so-called deviation charts we use clearly show who is to 
blame, say, for using more expensive materials than necessary. 
' The main problem now is that neither the planning system nor 
the accounting procedure are ready to handle khozraschot indica- 
‘tors in shops to ensure profit and encourage the workers to 
make the most efficient use of the fixed assets in order to raise 
ithe quality of products. The problem confronting us requires the 
help of economists. 

Khozraschot at all levels of production permits the best use 
of the advantages of a socialist enterprise. The introduction of 
khozraschot methods will enhance the role and responsibility of 
all the firm’s services. This process has already begun. Before 
starting an undertaking each technical service now consults ex- 
perts estimating the possible economic effect. 

Khozraschot is an effective stimulus for all workers. Infor- 
mation service, for example, is becoming more effective; it helps 
production workers to master advanced techniques in many fields, 
including economics. We now receive scientific and technical data 
from 20 information centres throughout the country and carefully 
select what we need. In three months our firm saved 50,000 rubles 
from using the production experience of others. 

The aim of khozraschot is to get the best results with a min- 
imum of material expenditure in the interests of the country 
and each individual worker. It is obvious that we cannot work 
blindfold, that administrative decisions must be coupled with 
sound economic knowledge. 

Extensive introduction of khozraschot has a great psychologi- 
cal effect. We explain that each kopeck lost at a machine means 
rubles lost for the firm. Although every worker or engineer knows 
that, rejects and losses are still excessive. Sometimes we do not 
object to using expensive materials when cheaper ones can be ob- 
tained. Not so long ago we used expensive forgings in some cases 
instead of rolled blanks. As a result the machine cost an extra 
25,000 rubles. Experience shows that external control and regula- 
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tion of output are not enough if a worker lacks inner conviction 
and the desire to do what is best for the country, the plant, and 
himself. Economic calculation brings this conviction. Khozraschot 
helps prevent waste; profit becomes stimulus. 

The firm is now experiencing certain financial difficulties, but 
not all the workers give much thought to these problems even 
though they have the firm’s interests at heart. Not everyone 
knows enough about economics and is fully aware of all aspects 
of khozraschot. Any worker can tell you what machines are 
made at his plant, their capacity and the time it takes to pro- 
duce them, but few of them know how much it costs to make these 
machines. The ability 'to calculate and a sense of responsibility for 
production should be patiently iostered, and this is what trade 
union and other public organisations in the firm are now doing. 

The workers will only become fully aware of their responsibil- 
ity for the success of their firm when all levels of production have 
been switched over to the new method, when khozraschot has 
become the predominant, if not the sole means of economic activi- 


ty. 
(/zvestia, October 14, 1965) 


INDEPENDENCE AND STABILITY 
OF PRODUCTION 


by A. Petrosyan 


In 1964-65 a number of garment, footwear and textile mills 
began to introduce new methods of planning and economic incen- 
lives. 

Among these enterprises is the Krasnodar Worsted Cloth 
Mill. Its production plan for 1965 was based for the first time 
on direct orders placed by garment factories, wholesale and re- 
tail trading organisations and specialised shops. 

Now the enterprise itself drafts its annual, quarterly and 
monthly plans fixing the volume of output, manpower, production 
costs and other indicators. Besides direct orders from consumers, 
the plan also provides for the maximum utilisation of production 
capacity, raw-material resources, existing specialisation and as- 
sortment of manufactured fabrics. Contract deliveries and profits 
are the only ites approved by the central planning bodies. Hence, 
the factory’s economic efficiency is estimated by two indicators— 
sales and profits. 

What benefits and advantages does the new system of plan- 
ning offer? 

In the first place, the plan has become more stable, which 
makes for better organisation of production. Formerly planned 
targets were frequently revised. Now the situation is different: 
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the plan can only be changed by mutual agreement of both par- 
ties to the contract. The mill’s economists are now in a position 
to devote more attention to the fulfilment of consumers’ orders. 

Operation of the mill on the basis of direct orders makes it 
possible sharply to raise the quality and expand the assortment 
of fabrics. The factory personnel have pledged themselves in the 
next [ew years to bring the quality of output up to the highest 
world standards. With this aim in view it is planned to unify 
the mixtures and counts of worsted and cloth yarn, improve the 
design, systematically to renew the assortment and discontinue 
manufacture of obsolete types of fabrics. A network of schools 
and courses is being organised to raise the technical skill of 
workers in mass trades. There is a widespread campaign to turn 
out goods of excellent quality. The mill systematically overfulfils 
its quality output targets. 

The assortment of our products has been substantially renew- 
ed this year. The manufacture of fabrics of no demand has been 
discontinued and batch production has been started of eleven 
new types of fabrics with an admixture of synthetic fibre. The 
“Rosinka,” ‘Smena,” “Iskra,” “Verevochka” and other new 
fabrics were in great demand at the National Wholesale Fair. 

The role of the sales department has increased markedly in 
the new conditions. Formerly, all marketing operations were con- 
ducted through the territorial branch of Rostextiltorg (Russian 
Textile Trade Association). Although this branch is located near- 
by, it always sent its orders to the mill with great delay and we 
were Often reproached by our customers for untimely delivery of 
fabrics. The mill could not always meet the demand for increased 
delivery or substitute one type of fabric for another. Our cus- 
tomers applied to Rostextiltorg in Moscow, which examined the 
requests, issued instructions to the territorial branch and only 
after that the demands were satisfied. All this required much 
time. 

The new system of planning provides a good basis for con- 
tinued improvement of industrial management and fuller utilisa- 
tion of internal reserves. The mill has begun to operate more 
efficiently. Now we not only fill written orders but often accept 
telephone requests for a particular type of fabric. With the tran- 
sition to direct contacts there have been fewer cases of fabrics 
being returned to the mill and a marked drop in the amount of 
fines paid for non-fulfilment of our obligations. 

Our financial position has improved and become more stable. 
In 1965 the mill operated more efficiently than in the preceding 
year. Whereas in 1964 the aggregate cost of production was 
221,000 rubles higher than envisaged by the plan, the first eight 
months of 1965 brought a saving of 958,000 rubles. Our profits 
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since January 1965 exceeded the figure for the same period of 
1964 by 1,280,000 rubles. 

It is important to take into account not only the amount of 
and increase in profits but also the level of profitableness, i.e., the 
amount of profits per ruble of production assets. In the first eight 
months of 1965 profits per ruble of production assets were 43.4 ko- 
pecks, as against 37.1 kopecks in the same period of 1964. 

A higher level of profitableness makes it possible every quar- 
ter to transfer four per cent of the net profit to the enterprise fund. 
In the first half of 1965 this fund reached 247,000 rubles, compared 
with 149,000 rubles for the whole of 1964. 

There has been a sharp decline in non-productive expendi- 
tures. Since the establishment of direct contacts our liabilities 
decreased to one-third of their former level. We are now able to 
make our contributions to the state budget on ‘time. 

With a view to raising the quality of output the system of 
paying bonuses has been changed in a number of shops. The spin- 
ners, for example, are paid a bonus amounting to 5 per cent of 
their regular wages for meeting their output quotas and planned 
quality, and a bonus of 20 per cent of their wages for attain- 
ing higher quality standards. The same purpose is served by the 
new system of collective responsibility for the quality of manufac- 
tured goods, under which labour remuneration depends on finish- 
ed products and bonuses are paid for attaining higher quality 
standards. 

The new system of planning has fully justified itself. Direct 
contacts between seller and buyer must be further developed and 
improved. 

However, this gives rise to a number of problems. So far we 
conclude agreements only with garment factories and trading or- 
ganisations—the chief consumers of our products. We have no 
contacts as yet with suppliers of raw materials, chemicals, dyes 
and other materials. Quite often we experience serious difficulties 
as a result of untimely delivery and poor quality of raw materials. 
Only a short while ago we could not fulfil an order for suitings 
because the wool-washing mill failed to supply us with rough 
wool. Sometimes we cannot diversify our output because the 
chemical industry does not meet our dye requirements. 

It would be beneficial to extend the chain of direct contacts by 
adding to it the missing link—the raw-material suppliers. 

We are in favour of altering the system of settlements with 
our customers. The RSFSR Ministry of Finance has issued in- 
structions to continue with the old procedure of settlements 
through the local trade departments, which does not contribute to 
the promotion of direct contacts. It would be more expedient, in 
our view, to conduct settlements directly with our buyers—the 
garment factories and shops. The turnover tax should be paid by 
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seller or buyer, not by the intermediate link in the shape of the 
trade department. The existing system of settlements is not con- 
ducive to the saving of government money. 

Although the Krasnodar Worsted Cloth Mill has taken only 
the first steps in more effective planning and the economic stimu- 
lation of production, it can already be definitely asserted that the 
experiment has proved successful. The combination of centralized 
industrial management with economic initiative at factory level, 
enhanced economic levers and material incentives will provide 
favourable conditions for maximum utilisation of the internal 
reserves of production. 


(Pravda, October 7, 1965) 


SWITCHING OVER 
TO THE NEW SYSTEM 


by P. Tabalov 


Workers in industry hailed the recent economic reform, which 
offers the managers of industrial enterprises broad opportunities 
to display their initiative, organisational ‘talent and ability to 
utilise the latest achievements in science, technology and ad- 
vanced experience. 

Of fundamental importance is the fact that it enables industrial 
managers to differentiate labour remuneration rates according to 
the specific conditions of each individual shop, section or other 
production unit. Every industrial enterprise is now in a position 
to work out for its various shops and production units a range of 
material incentive indicators and criteria in strict conformity 
with their concrete contribution to the common cause. For example, 
in the past the workers employed in auxiliary processes, design- 
ing, experimental and research branches received bonuses depend- 
ing on the performance of the enterprise as a whole. There is no 
denying, of course, that the efficiency of an enterprise depends on 
the smooth and rhythmical operation of all its links. And yet it 
was extremely difficult to establish, for instance, to what extent 
the mechanisation department contributed to overall plan fulfil- 
ment. 

The situation is quite different today. The actual saving result- 
ing from the introduction of new technology, for example, may 
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now serve as the basic criterion of the contribution made by the 
mechanisation department to the factory’s incentive fund. In the 
case of the experimental shop the chief criteria will obviously be 
the quality standards atitained and introduction of technological 
achievements. Such differentiation of indicators is bound to raise 
the material interest of the entire personnel. Moreover, this in- 
terest will more favourably affect the amount and quality of their 
work, as well as the actual performance of the whole enterprise. 

Our plant will complete the transition to the new system of 
planning and economic stimulation in 1966. Our plan will cover 
the following indicators: 

— the volume of sales of finished products; 

— the list of major products; 

— profit and economic efficiency in relation to fixed and 
circulating assets; 

— the volume of centralised investments; 

— payments to the budget; 

— material and technical supplies; 

— total ipayroll. 

What will be the basic principles of the plant’s operation? 
The starting point of our transition to the new system is to fix 
the share of the profit to be allocated to the three newly establish- 
ed funds: material incentives, welfare services and housing 
construction, and production development. So far our plant, like 
other factories and mills, has not received any instructions in this 
respect. Consequently we had to settle the question independently. 

In doing so we proceeded on the assumption that in 1966 our 
enterprise would operate more efficiently than last year, and this 
meant that our profit would increase. Therefore we deemed it pos- 
sible somewhat to increase the amount of bonuses and welfare 
allocations as compared to 1965. The production development fund 
is roughly equivalent to average outlays on capital construction 
for the past few years. This fund will be formed by depreciation 
allowances and allocations from profit. 

The incentive fund will be equivalent to the ‘part of the wages 
fund paid out in 1965 to the plant’s engineers, technicians and of- 
fice employees in the shape of bonuses, and the proportion of the 
enterprise fund that goes for bonuses to the entire personnel. The 
incentive fund will be spent on bonuses and special premiums to 
top-notchers in production, on grants, allowances and annual 
bonuses to every person employed, depending on his contribution, 
earnings and length of service. 

It will thus be seen that we do not request any additional state 
allocations. The actual amount of the funds will depend on how 
efficiently the enterprise operates. If it shows a better performan- 
ce and attains higher indicators than in 1965, our funds for 


120 


production devclopment, material incentives and welfare services 
and housing construction will increase accordingly. 

The efficiency of every enterprise largely depends on the quality 
of output. By way of experiment we tested some major elements 
of the new system aimed at improving quality standards. Thus, in 
1964 we stopped paying bonuses for plan overfulfilment in all the 
major sectors of production and introduced a new system under 
which workers are paid regular wages for plan fulfilment plus a 
bonus (up to 40 per cent of wages) for good quality of output. 
Piece-workers are remunerated in accordance with fixed rates and 
are granted bonuses for high quality standards. 

Prior to adopting this system our economists, rate-makers and 
technologists determined quality standards for each operation and 
worked out the basic provisions of the bonus system. For example, 
the chief indicator in diamond synthesis is the amount of diamond 
dust yielded by one operation. Press operators are entitled to 
bonuses for exceeding their average monthly quota for the output 
of diamond dust per operation. Bonuses are paid only to those 
workers who fulfil their output rates. Those guilty of violating the 
technological process or of committing other blunders get only 
part of the bonus or are denied it altogether. 

In the twelve months since the introduction of this system 
the output of diamond dust per operation has increased more than 
45 per cent and its production cost has been reduced by nearly 
50 per cent. An important factor in improving our indicators has 
been the introduction of a number of technological innovations, 
which were largely due to the new incentive system. 

We attach much importance to improving the quality of our 
products, regarding this the chief way of saving government 
resources. True, this saving does not as yet directly influence our 
over-all indicators, but its benefit to the national economy is quite 
tangible. Rough estimates made by our economists in cooperation 
with the USSR Institute for Research in Hard Alloys show that 
a mere 10 per cent rise in the durability coefficient of hard alloys 
will effect a saving of nearly four million rubles a year (as a result 
of bringing down the consumption of alloys and attaining higher 
labour productivity in operating hard-alloy instruments). 

The new system has already yielded positive results. The 
quality of output has greatly improved. It has been graphically 
confirmed that the centrally planned lower-cost targets often 
compelled the management to disregard the importance of higher 
quality standards for the national economy as a whole. Our man- 
agement’s economic policy was primarily dictated by the narrow 
interests of our own enterprise. 

Now that we have a production development fund we are able 
to draw up a long-range plan of measures to improve the quality 
of output. The manufacture of high-quality products will be of 
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equal benefit to seller and buyer. 

We place great hopes in the newly established ministries and 
expect them to apply scientifically substantiated methods of eco- 
nomic management. In particular, it is high time to put an end to 
the constant revision of plan targets. The practice of revising the 
annual plan one or two months before the end of the year must be 
stopped. 

Now that we have a single centre in the shape of the Ministry 
of Non-Ferrous Metallurgy, it is to be hoped that the problem of 
specialisation of our plant and kindred enterprises will be finally 
solved. So far no headway has been made in this respect despite 
the pious wishes and good intentions of the State Committee for 
Ferrous and Non-Ferrous Metallurgy. Incidentally, specialisa- 
tion—at least in its early stage—required practically no capital 
outlays. And yet it proved impossible to solve the problem. 

And lastly, a few words on studying the demand for a parti- 
cular type of goods. For some unknown reason it is still believed 
that the study of effective demand should be restricted exclusively 
to consumer goods, while producer goods must be left entirely to 
the discretion of the State Planning Committee. This point of view 
is absolutely wrong. It would be expedient, in our opinion, to have 
more trust in the producer and consumer. 

This can be illustrated by the following example. Our plant 
manufactures “Relit”’—a new kind of alloy for shallow-boring bits. 
From year to year we are given plans providing for increased out- 
put of this alloy, though in 1964 we were able to sell only about 
80 per cent of the ‘“‘Relit” we made, and no more than 50 per cent 
in 1965. On more than one occasion we requested the Central 
Metallurgical Department to reduce the planned output of this 
alloy, but to this day the plan has not been brought into conform- 
ity with actual requirements. This can only result in the accumu- 
lation of unsold stocks worth hundreds of thousands of rubles by 
the end of the year. 

And yet there are no more than 30 consumers of this alloy. Is 
it so difficult to coordinate the output of one plant with the require- 
ments of 30 consumers? This could easily be done by concluding 
bilateral economic agreements between the plant and the consu- 
mers of its products. 

At the present time, when the efficiency of our operation is 
judged by the profit derived from the sale of finished goods, we 
cannot permit ourselves the luxury of keeping in our warehouses 
large stocks of goods for which there is no market. Further 
enhancement of the role played by economic agreements will 
stimulate the creative initiative of industrial enterprises and 
extend the margin of their independence. 


(Pravda, October 27, 1965) 


IV 


BOURGEOIS INTERPRETATION 


OF THE SOVIET ECONOMIC REFORM 
by B. Rakitsky 


As was only to be expected, the decision to carry out an econo- 
mic reform in the USSR attracted the closest attention of bour- 
geois economists. Implementation of the planned measures will 
strengthen the Soviet economy, create more favourable conditions 
for its rapid development and, consequently, become a factor of 
major international significance: the economic successes for which 
conditions are being created by the reform, will consolidate 
secialism’s positions in the economic competition between the two 
different social systems. 

This aspect was emphasised by the bourgeois press in its first 
comments on the September Plenary Meeting of the Soviet Com- 
munist Party’s Central Committee. The American newspaper 
Christian Science Monitor wrote: “In the long run the most impor- 
tant event of the year 1965 may well be the vast significance of 
full modification of the Soviet economic system... Not only does 
it deeply affect the economic life of the world’s second greatest 
producer of goods, but it also is heavy with meaning for the whole 
future of communism.” ! And the London Daily Mail commented: 
“All the signs are that the big shake-up cannot fail to mean better 
days ahead for the Soviet people.” 2 





1 Christian Science Monitor, Sept. 30, 1965. 
2 Daily Mail, Sept. 29, 1965. 
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While recognising the major significance of the 1965 economic 
reform, bourgeois economists nonetheless do not always correctly 
interpret, and often enough completely distort its meaning, con- 
tent and character. Properly speaking, the basic theoretical and 
political views of Western ‘“‘Sovietologists” on these questions were 
shaped much earlier. A broad economic discussion was launched 
in the Soviet Union in recent years, a number of proposals were 
tested, and only after that the Party and government decisions for 
improving methods of economic management were adopted. All 
these developments were widely discussed in bourgeois lite- 
rature. 

A close analysis of these pronouncements and arguments—all 
the way from obviously unintentional distortions to deliberately 
incorrect appraisals—clearly reveals their common feature, name- 
ly, the inability to understand the character of socialist econom 
and its objective laws. This is primarily due to the narrow bounds 
of the metaphysical, non-historical method of research that is 
typical of bourgeois economics. But apart from this, some Wes- 
tern “Sovietologists,” blinded by their class hatred of socialism, 
stubbornly refuse to see things in their true light. 


The End of Centralised Planning? 


The highly tendentious interpretation of the Soviet economic 
discussion by the overwhelming majority of bourgeois economists 
is connected with an absolutely wrong idea of the way this prob- 
lem is posed. Typical in this respect is the attitude of Business 
Week. This American magazine asserts that in the course of the 
economic discussion Soviet economists have expounded concepts 


which, if put into practical effect, “would do away with centralised 
lanning and substitut inci market economy—sup- 
ply and demand—in large segments of the Soviet economy.” ° 
Why are such predictions of bourgeois “Sovietologists” ground- 


less? First of all it should be pointed out that, as a rule, bourgeois 
economists regard centralised planning not as an economic cate- 
gory, but as a patently non-economic phenomenon of a super- 
structural character. This point of view is fairly widespread among 
Western “Sovietologists,” who try to pass it off as nothing short 
of an axiom. “State coercion,” ‘bureaucratic a ” “manage- 


ufion_of resources,” ‘‘arbitrary planning’—this 1s a 


complete list of terms used by H. Bergson, M. Goldman, A. Nove 
and other noted Western economists to characterise centralised 


planning. 









8 Business Week, Sept. 25, 1965, p. 159. 
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It is not difficult to understand why this approach is one-sided. 
Centralised planning of the entire social production can only be 
effected in the form of an economic function exercised by the social- 
ist state. And this explains the need of resorting to administrative 
methods in economic management, which equally applies to plan- 
ning and other economic phenomena. For example, there can be 
no commodity exchange without legal regulation. In interpreting 
centralised planning as a process based entirely on rigid dirccti- 
ves, bourgeois economists concentrate exclusively on the form and 
completely disregard the content. And the content lies in the fact 
that centralised planning of socialist economy is an objective eco- 
nomic law, one o e basic varieties of economic relations in a_ 
Society based on socialist ownership. 

The Party’s decisions on the economic reform have clearly 
discouraged many bourgeois economists, but some of them still 
continue to cling to their old positions. The London Daily Tele- 
graph, for instance, declares that the Soviet “planning mechanism 
is in large part to be dismantled and a market economy installed 
in its place.”* At the same time, many bourgeois press organs are 
forced to admit that the Soviet Union is taking measures to pre- 
serve centralised planning and raise its scientific level. 

The September Plenum of the CPSU Central Committee mani- 
fested a realistic approach to this problem. Its decision points 
out that “the prevalence of administrative methods to the detri- 
ment of economic ones is a serious shortcoming in industrial man- 
agement.” And the Plenum indicated ways and means to elimi- 
nate this shortcoming: raising the scientific level of centralised 
planning, taking strict account of the economic laws of socialism, 
achieving balanced and effective development of the economy, 
providing more economic incentives, strengthening khozraschot 
and giving a wider margin of independence to enterprises. With a 
view to effecting these economic changes, it has been decided to 
carry out far-reaching reorganisation of the state industrial man- 
agement bodies and legislatively consolidate the extensive rights 
granted to industrial enterprises. As distinct from a number of 
reorganisations carried out in the past, the measures outlined by 
the September Plenary Meeting affect not only the superstructure, 
but primarily the sphere of economic relations, and this imperative- 
ly calls for a thorough reorganisation of the state industrial ma- 
nagement bodies. 

By denying the objective nature and economic functions of 
centralised socialist planning, Western experts on Russia bar 
their own way towards understanding the system of economic 
relations prevailing in the USSR. They like to discuss ways and 
means of “liberalising” socialist production. The composition of 





4 Daily Telegraph, Sept. 29, 1965. 
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their projects is simple enough: to abandon or substantially weak- 
en centralised planning and give unlimited scope to the “free” 
market. These and similar views demonstrate with particular clar- 
ity complete inability to understand the source of socialism’s 
economic advantages over capitalism, as well as the methods by 
which these advantages can be practically realised. 

Bourgeois economists maintain that centralised planning im- 
pedes economic development and, as a method of regulation, is 
less effective than the mechanism of capitalist competition. Citing 
the opinion of bourgeois experts, Business Week asserts that 


“planners, no matter how well equipped with computers, can 
hardly match the marketplace in spotting profitable civilian in- 
vestment opportunities, or in_ developing mew | g new technologies grad- 
ualty—and efficiently alongside older ones.” ® We shall try to ex- 
plain why such asserfions are absolutely wrong and unfounded. 

Balanced reproduction is a general economic law which oper- 
ates differently in different socio-economic formations. Under the 
capitalist system balanced development of the entire social repro- 

uction is achieved spontaneously at the cost of glaring dispropor-_ 

tions, which are revealed in the process of trarket exchange, when 
outlays have already been made and losses cannot be averted. 
Centralised socialist planning helps to avoid such losses. It offers 
a very real possibility permanently and consciously to maintain 
the necessary proportions, that is, to exercise planning. The sum 
and substance of scientific planning is that it establishes propor- 
tions as the objective aim of economic development before the 
beginning of the production process and thus creates the necessary 
conditions for the satisfaction of social requirements with mini- 
mum outlays. What makes the conclusions of bourgeois experts 
still more groundless is that the possibilities of centralised plan- 
ning are most tangible in the sphere of determining the optimal 
structure of capital investments and in ensuring technological 
progress. 

It would be wrong to claim that we are making full use of 
these possibilities, but it cannot be denied that the development 
of the Soviet economy has already proved the effectiveness of 
centralised socialist planning as the chief regulator of production 
and clearly demonstrated its advantages over capitalist competi- 

lis During the seven-year period (1959-65) the average annual 











growth rate of Soviet industry amounted to 9.1 per cent, as against 
3.9 per cent in the USA (1958-64), 3.5 per cent in Britain, 5.6 per 
cent in France and 6.3 per cent in West Germany. 

The leading role of centralised planning does not mean that 
it is the only method of exercising planned guidance of the so- 
cialist economy. Systematic character is an intrinsic feature com- 


5 Business Week, Sept. 4. 
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mon to the system of economic management under socialism, 
which applies to the whole complex of forms and methods of eco- 
nomic planning and regulation. Apart from centralised planning 
as a method of dircctly regulating the operation of enterprises 
and the entire national economy, there are indirect economic regu- 
lation methods under socialism. They consist in the fact that 
socialist society creates definite conditions for the operation of 
enterprises, but concrete decisions pertaining to their current work 
in these conditions are adopted by the enterprises themselves. The 
establishment of equal conditions for the operation of all enter- 
prises, which enable the latter to organise their work on a khoz- 
raschot basis, is impossible without the use of money-commodity 
relations, including market relations with their new, socialist con- 
tent. 


The Plan and the Market 


Bourgeois economists have utterly confused the issue of the 
socialist market. The views they express in this field are nothing 
short of fantastic. Thus, the French ‘‘Sovietologist” Robert Mossé 
is endeavouring to prove that there is no market under socialism, 
that there is “complete absence of any relations between _selle 
and buyer,’’® that “in the Soviet Union... the law of supply and 

emand has disappeared together with the entire market mecha- 
nism.”’ It has become typical of the majority of bourgeois eco- 
nomists to deny, in one form or another, the existence of a socialist 
market. Their arguments are essentially the same: centralised 
planning, they affirm, rules out the market. However, commodity 
exchange and money circulation assume such a mass scale under 
socialism that it is hardly likely for anyone not to notice them. 
Practical experience shows that centralised planning and money- 
commodity relations are by no means mutually exclusive pheno- 
mena. The crux of the matter is that bourgeois economists cannot 
imagine the existence of any other market but the capitalist one. 
Centralised planning is incompatible with the capitalist _market; 
indeed, such a market does not and cannot exist in the socialist 
countries. But this does not mean that we have no market at all. 

e need of commodity production and all its elements (in- 
cluding the sphere of commodity exchange, i. e., the market) under 
socialism is determined by the nature of labour division. The 
material and technical basis of socialism, as distinct from that 
of communism, does not permit all sectors of social produc- 
tion to be supplied with equipment of equal productivity and ef- 
ficiency, to organise work in different sectors at a sufficiently high 


6 Le Monde, Oct. 25-26, 1964. 
7 La Revue Socialiste, Jan. 1965, p. 44. 
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level, to achieve the same correlation between physical and mental 
labour in concrete production functions. Hence, the labour of 
different workers and groups of workers under socialism ranges 
in character. At the same time, the level of labour productivity is 
not yet high enough to create an abundance of material values. 
All this makes it necessary strictly to nieasure the contribution 
of different workers and collectives to social production in order 
to ensure socialist equality in distribution and equivalence in ex- 
change. Money-commodity relations under socialism represent a 
form of economic ties in which different types of expenditure are 
measured by a single social standard and the results of production 
are equivalently exchanged. Money-commodity relations in social- 
ist society exist and operate in conformity with their new content, 
which is determined by public ownership of the means of produc- 
tion. This objective fact is denied by bourgeois economists in order 
to make their concepts of the socialist economy appear harmoni- 
ous. But any theory which gives such a distorted reflection of 
reality can at best be regarded as a more or less harmonious fic- 
tion. 

The bourgeois conception of socialism as a “non-market eco- 
nomy” is the kingpin of a new theory that has gained wide cur- 
rency in the West, according to which the economic reform in the 
USSR and other socialist countries is essentially based_on “‘bor- 
rowing capitalist methods,” on “injections of certain time-hon- 
oured re enterprise practices” into the socialist economy. *® This 
view has been persistenlly advocated by bourgeois economists 
and the press over the past three years and forms the underlying 
basis of their comments on the economic reform. The Paris France 
Soir, for instance, alleges that the Soviet Union draws on the 
experience of capitalist regimes for its new reforms and is grav- 
itating to the methods and successes of Western patrons. It is 
seconded by another French newspaper, La Nation, which affirms 
that henceforth the Soviet Union will switch over to intrinsically 
capitalist methods. The Baltimore Sun assesses the Soviet econo- 
mic reform as an “important concession” to methods of the capi- 
talist market. There is not even a grain of truth in such assertions. 
The Soviet economic reform is aimed at utilising more extensively 
the potentialities of the socialist, not the capitalist, market. These 
two markets differ fundamentally. 

The socialist market is distinguished by its new content, which 
is determined by the fact that socialist society is founded on pub- 
lic ownership and therefore develops according to plan. The plan- 
ned development of the entire social production can be ensured 
only if centralised planning, not the market, is the chief regulator 
embracing all aspects of the economy. Such imporfant spheres o 








8 Current History, March 1965, p. 171. 
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economic life as that of determining the basic sectoral and terri- 
torial proportions of reproduction, the correlation of production 
and accumulation in the national income, the distribution of man- 
power and the personal consumption fund, etc., are not regulated 
by the socialist state on the basis of the market laws. The role of 
the market_un socialism consists in facilitating the achievement 
of centrally planned production Targets It would” be wrong’ to 
regard this role as a secondary one. Without utilising the mecha- 
nism of the socialist market and such of its categories as the cur- 
rent business situation, prices, supply and demand it is im- 
possible to ensure the operation of enterprises on the basis of 
complete khozraschot. At the same time due to centralised plan- 
ning of the key elements of social reproduction the economic in- 
dependence of certain industrial enterprises does not result in 
national-economic disproportions. 


Many bourgeois economists deny the obvious advantages of the 
economic regulation system based on a combination of centralised 
planning and the socialist market with its new content. This is 
because to recognise such advantages would be tantamount to 
admitting that socialism is a more progressive system than capi- 
talism, since the above-mentioned regulation mechanism is impos- 
sible in conditions when the medns of peoeeenen ie pave 
owned. The arguments usually adduced by socialism’s opponents 
cannot be called novel. Although diverse new methods of research 
are widely publicised in the West, the ideas advanced by bour- 
geois economists remain essentially unchanged. Their chief 
purpose is to prove that capitalist relations of production are 
eternal and natural. 


We have already examined some of the arguments in defence 
of the “advantages” of the capitalist market anarchy. But there 
are also other, less subtle versions of its apology in bourgeois li- 
terature. Thus, L. Read, President of the American Foundation for 
Economic Education, published an article purporting to substan- 
tiate the thesis that harmony and order in the economic sphere 
is ensured only by the ‘‘chaos of a free market,” that is, pis under 
capitalism. Competition, he asserts, is just as natural as the strug- 
gle for_exisence_and fully accords wi é ature oO man, 
Mr. Read maintains that the free market, which is based on econo- 
mic decisions adopted independently of 6ne another, is in harmony 
with the freely operating individual, while planning*tends to dis- 
turb production and-exchange, eliminates competition and thereby” 
restricts man’s freedam., The conclusion drawn by Mr. Read is 
that planning is contrary to man’s nature. These ideas are any- 
thing but new. They merely reiterate the narrow bourgeois concep- 
tion of freedom and obsolete notions of society as a sum total of 
individuals. Add to this the attempt to reduce social laws to the 
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laws of living nature and you will have all the ingredients of 
Mr. Read’s theory. 

It is important to stress that the diametrically opposite ap- 
proach of Marxist and bourgeois political economy to the essence 
of centralised planning and the socialist market, as well as to the 
interaction of these economic phenomena, is clearly manifested 
when one examines the basic content of the Soviet economic reform 
and its significance for the development of our system. It is neces- 
sary in the first place to subject to critical analysis bourgeois eco- 
nomists’ views on the economic status of the socialist enterprise, 
on the extension of its independence. “All economic and planning 
agencies,” the CPSU Central Committee Plenum (September 
1965) stresses in its decision, “must show more flexibility and 
efficiency in planning and industrial management; they must have 
the ability to assess and promptly react to the changing economic 
situation, make more efficient use of available resources, keep pro- 
duction keyed to the rising requirements and demand of the popu- 
lation, strengthen khozraschot, quickly introduce up-to-date 
scientific and technological achievements and find the best 
methods for solving economic tasks in the concrete conditions ob- 
taining at each enterprise.” A system of concrete measures is envi- 
saged for the solution of these problems: elimination of excessive 
regulation of the enterprises’ operation; reduction of the number of 
centrally planned indicators and replacement of some of them by 
more effective ones; allocation of the necessary resources so as to 
enable every enterprise to develop and improve production; provi- 
sion of more economic incentives. In the process of implementing 
the economic reform it is contemplated to dispense with centrali- 
sed payroll indicators. The conditions for this will be created in 
the future, when we achieve a considerable expansion in the sphere 
of consumer goods production and services. 

Thus, important steps have been made towards increasing eco- 
nomic independence of enterprises and strengthening the khozras- 
chot principle. This will in no way hamper the principle of coor- 
dinating the operation of individual enterprises with the develop- 
ment of the entire national economy. The above measures are 


aimed at further developing the economic loundations of democra~ 
tic centralism as the unshak ciple of omic manage- 
menft-tinder socialism. — 

Will Greater Independence of Enterprises Lead 
to a “Mixed Economy’? 


During the recent broad economic discussion on ways and 
means of perfecting management and planning, bourgeois “Sovie- 
tologists” incorrectly interpreted the essence of the proposals 
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aimed at extending the economic independence of enterprises. This 
campaign of misintenpretation still continues in a section of the 
bourgeois press. The Paris Le Monde even declares that after the 
implementation of the Soviet economic reform, relations between 
the state and industrial enterprises will be based on the principle 
enunciated by Charles Wilson: “What’s good for General Motors 
is good for the United States.” This is an outright distortion of 
the substance of the reform, whose purpose is to ensure such objec- 
tive conditions and provide such economic incentives as would 
accord with the principle: what is good for society is good for the 
enterprise. 

Some bourgeois authors try to present broader economic inde- 
pendence of the socialist enterprises as a “mixed economy.” The 
idea is advanced by Business Week which maintains that 
“the line that separates the motives of a Soviet plant manager 
from those of a plant manager for a large US corporation is less 
sharp than some ‘suppose.’ It is highly significant that the 
authors of such statements were forced to admit that the socia- 
list enterprise, unlike its capitalist counterpart, is publicly owned. 
But even so, they try to make out that this fundamental difference 
is of no serious importance. Yet that is precisely the essence of the 
matter. The fundamentally different character of socialist and 
capitalist ownership of the means of production determines the 
absolutely different systems of industrial management. The’ ma- 
nagement of the socialist enterprise is based on democratic cen- 
tralism. The working people and their public organisations play 
an important part in managing their enterprises. By extend- 
ing the economic independence of enterprises, the economic reform 
ensures broader and more active participation of the masses in 
industrial management. The bourgeois press completely” ignores 
this aspect of the matter, focussing attention on expanding AIBN 
and functions of the manager. 

Some bourgeois economists question the feasibility of measures 
to extend the economic independence of enterprises. Thus, 
Professor Alex Nove of Britain writes: “The maintenance of centra- 
lised planning ‘in essentials,’ plus rapid growth and full resource 
utilisation, is likely to prove inconsistent with basing enterprise 
behaviour on the profit motive, however flexibly the authorities 
fix the price and incentive- fund rules. It would mean either that 
the unplanned magnitudes (wages, employment, unallocated 
inputs, costs, cash balances, etc.) would tend to go away, or that, 
in an effort to keep these items’under control and enforce its own 
priorities, the state would reimpose detailed plans on enterprises 
and the scheme would then’ collapse.’"'® Prof. Nove does not un- 





° Business Week, Oct. 31, 1964, p. 100. 
10 Survey, No. 47, 1963, p. 118. 
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derstand the essence of the changes taking place in relations bet- 
ween the state and enterprises. Centralised planning concentrates 
on the key, decisive positions, while the range of indicators fixed 
for the enterprises from above is limited to those that are absolu- 
tely indispensable and sufficient for coordinating the operation of 
each enterprise with the entire national economy. Moreover, this 
range can be broader or narrower depending on concrete historical 
conditions. The economic situation now obtaining in the USSR al- 
ready makes it possible to dispense with a number of centrally 
planned indicators (in the sphere of labour productivity, employ- 
ment, production costs, etc.). Soviet economists believe that in the 
future it will be possible to withdraw from centralised planning 
such an important item as total payroll, narrow down the plan- 
ned assortment of manufactured goods and, eventually, exclude it 
from centralised planning altogether. 

Prof. Nove believes that the state will reimpose detailed plans 
on enterprises because indicators not planned by the central autho- 
rity will be undesirable. Undesirable for whom? For the state? But 
the important thing is that the state will be primarily concerned 
over fulfilment of the centrally planned indicators by every enter- 
prise. The situation with regard to all other indicators will become 
the concern of the enterprise itself. It is precisely in this that the 
possibility of economic manoeuvring provided by the reform lies. 
This is a typical case where we see the cybernetic law of indispen- 
sable diversity in operation. To enable an enterprise to achieve its 
planned indicators it is necessary to make more flexible and effi- 
cient the mechanism, by means of which it regulates its day-to- 
day work. Prof. Nove’s apprehensions are unfounded because he 
does not see the real essence of the problem. The most important 
thing is correctly to define and promptly to alter the range of 
indicators handed down to the enterprise by the central planners. 
One cannot run ahead of developments and reduce the range of 
centrally planned indicators before the necessary objective condi- 
tions are created for this. But if any one of the centrally planned 
indicators is dispensed with, it can only mean that henceforth all 
questions involved in its planning are left to the discretion of the 
enterprise itself. 

The Paris Nouvel Observateur has also taken a sceptical 
attitude towards broader economic rights granted to Soviet enter- 
prises. “Of course, this is not ‘free enterprise,” the magazine 
writes, “but merely the freedom to display initiative within the 
framework of planning.” !! It is true that the essence of the reform 
consists in extending the initiative of enterprises within the frame- 
work of centralised planning. And it is equally true that the enter- 
prise does not become capitalist in character as a result of this. 


41 Nouvel Observateur, No. 38, 1965, p. 10. 
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As regards the question of “freedom,” our views in this respect 
fundamentally differ from those of the Nouvel Observateur. We 
are firmly convinced that the socialist principles governing the 
operation of Sovict enterprises permit to attain genuine freedom. 
Freedom is associated with the knowledge and practical utilisa- 
tion of objective laws. The fact that socialist ownership of the 
means of production makes it possible to plan social production 
as a whole and maintain the objectively necessary proportions in 
it, relieves our enterprises of the dangers inherent in market anar- 
chy and capitalist competition. The Soviet economic reform is 
aimed at perfecting the forms and methods of planning and mana- 
gement in order to utilise more fully and effectively the objective 
economic laws of socialism. And in this sense we have every right 
to say that it strengthens and extends the freedom of socialist 
enterprises. 


The Purpose of “Flirting with Profit” 


Broader independence of socialist enterprises in present-day 
conditions is linked with better and more rational utilisation of 
such important economic levers as profit, price, bonuses and credit. 
This aspect of the reform is being discussed with particular in- 
terest in bourgeois literature. We can single out the two principal 
methods employed by Western experts on Soviet economy to 
prove that it tends to bring the two opposite social systems closer 
together. 

The first consists in the assertion that the socialist countries 
are “borrowing from capitalism” such of its traditional methods 
as profit, credit, price, etc. The London Daily Telegraph, for exam- 
ple, alleges that the Soviet economic reform represents a step 
towards recognition, albeit in covert form, of the capitalist con- 
cepts of rent, interest rates, profit, market and prices. The Rome 
Messaggero maintains that the essence of the reform is to reha- 
bilitate the typically capitalist factor of profit in industrial mana- 
gement. It should be obvious that this line of reasoning is based on 
the wrong assumption that there can be no non-capitalist profits, 
prices, credit, etc. The New York Times (Apr. 18, 1965) even dec- 
lares that the material incentive principle is an attribute of the 
“free” market. 

The other method seems to proceed from a diametrically oppo- 
site premise, namely, that profit, price, interest rates and other 
categories are in all cases absolutely identical. Thus, Wal- 
ter S. Buckingham, an American economist, writes: “Money 
payments, interest rates, credit, profit margins, rents and other 
financial institutions are not peculiar features of the capitalist 
system but are necessary elements of any economic system.” !? 


2 W. Buckingham. Theoretical Economic Systems, New York, 1958, p. 371. 
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Drawing on this concept in its comment on the Soviet economic 
reform, the West German Die Welt (Sept. 29, 1965) wrote that 
Soviet practice will now be based on implementing elementary 
economic laws operating in other parts of the world irrespective of 
the political system. We are thus asked to believe that profit and 
other categories of value are identical in socialist and capitalist 
conditions.. 

Inasmuch as both these concepts are based on denying the new 
content of money-commodity relations and their categories under 
socialism, they are equally unfounded. Profit, price, credit, interest 
rate and other categories of value have been operating in our eco- 
nomy for a long time, and their new, non-capitalist character has 
been confirmed both theoretically and practically. The fact that 
they will now be used much. more intensively does not alter the 
substance of the matter. 

An entirely new element for the Soviet economy is the cate- 
gory of payment for fixed and circulating assets. Bourgeois econo- 
mists hastened to identify payment for assets with interest on ca- 
pital and on this basis announced the alleged “departure from 
Marxist ideology.” '? In the past the Marxists considered, writes 
Professor R. Mossé of. France, that “the means of production are 
unproductive in the sense that they do not yield surplus value,” 
but now they have come to realise that this is not so and have 
introduced interest on capital. '* It is thus being alleged that the 
introduction of payment for assets refutes the labour theory of 
value. 

In actual fact, R. Mossé is indulging in wishful thinking. The 
question of payment for assets (just as the question of interest on 
capital) has no relation whatever to the formation of value in ge- 
neral and the value of surplus product in particular. There are no 
valid grounds for revising the Marxist thesis that labour is the 
only source of newly created value. And this fully confirms the 
thesis that interest on capital is a specific form of surplus value. 
Another thesis that fully retains its validity is that under socialism 
the value of the surplus product in its socio-economic character 
does not constitute surplus value because it does not express rela- 
tions of exploitation. Payment for assets represents a specific form 
of distribution of socialist surplus product. Hence, in its socio- 
economic character it radically differs from interest on capital. 
Moreover, the operation mechanism of both these categories will 
differ substantially. These ‘distinctions will inevitably follow from 
the fact'that socialism-rules out inter-sectoral competition and the 
free flow of capital. Hence the different basis of the price-forma- 
tion process. 


13 Time, Nov. 12, 1965. 
14 Le Monde, Oct. 25-26, 1964. 
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Erosion of the System? 


The wrong interpretation of the basic substance of economic 
measures envisaged by the reform should be attributed to bour- 
geois economists’ inability to understand its social consequences. 
Some Western ‘‘Sovietologists” have even gone to the length of 
sharing the view of the Tokyo Yomiuri (Sept. 29, 1965) that these 
measures represent a “retreat to capitalism.’’ However, most ex- 
perts on Russia realise that such assertions are rather far-fetched. 
Criticising such bold attacks on the Soviet reform, the Paris 
Le Monde (Sept. 28, 1965) justifiably asks: ‘Is it possible ito speak 
of capitalism without the capitalists?” Even an anti-communist 
writer like Harry Schwartz deemed it necessary to tell his collea- 
gues: ‘It seems incorrect to argue, as some have done, that the 
Soviet Union is going ‘capitalist’... It shows no sign of wanting 
to end government ownership of productive capital and replacing 
it by private ownership.” '!5 Significant in this respect is the follow- 
ing statement which appeared in the West German newspaper 
Stiddeutsche Zeitung on September 30, 1965: “Those who think 
that communism is breathing its last and already expect the com- 
munist leadership’s shift to the ‘capitalist path’ are going too far 
in their comments. One should not indulge in self-deception. The 
Soviet Union’s continued advancement to its present status of 
the world’s second biggest industrial power has invariably been 
accompanied by such erroneous predictions of the imminent col- 
lapse of the system.” 

Another ideological weapon employed by most “Sovietologists” 
is the more moderate doctrine of “creeping” or “stalking” capita- 
lism. The London Economist says, for instance, that “an experi- 
ment is stalking through communist Europe... an experiment to 
find out whether there is such a thing as being just a tiny bit ca- 
pitalist.” Continuing this thought, the magazine writes: “It re- 
mains to be seen how far the ‘market principle’ can go without 
leading to what no Marxist could stomach: private ownership.” !6 
The American Wall Street Journal writes: “A highly significant 
overhaul of the Soviet economic system—one that would nudge it 
a little closer to capitalist ways—appears to be under way.” !” 

Some bourgeois economists are even at pains to construct a 
“theory” on the inevitable convergence of socialism and capitalism. 
They believe there exists a certain “similarity of industrial deve- 
lopment in the USSR and the West in the face of the third world.” 
Consequently, it would be a mistake to regard both systems as 
“systematically antagonistic.” As to concrete arguments. in favour 


15 The New York Times, Apr. 25, 1965. 
16 Economist, Aug. 7-13, 1965, VIII, p. 516. 
{7 The Wall Street Journal, Aug. 30, 1965. 
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of such theories, they have already been examined above. These 
are concepts on the introduction of capitalist market categories, 
capitalist profit, interest on capital, etc., into the socialist economy. 
The insolvency of the ‘‘convergence” theory with all its arguments 
is rooted in persistent attempts to ignore the fundamental diffe- 
rence between socialist and bourgeois ownership and, consequent- 
ly, between the capitalist and socialist economic systems. It 
would be wrong to believe that socialist and capitalist economic 
relations can coexist within the framework of a single economy. 
Such a possibility can arise only in the period of transition from 
capitalism to socialism, but it cannot exist in a developed socia- 
list society. The question of “Who Will Win” was solved in the 
USSR more than 30 years ago and there are no grounds whatever 
to speak of a reversion to it. Ever since capitalist ownership was 
completely abolished in our country the Soviet national economy 
has been developing on the healthy and firm foundation of social- 
ist relations in production. 

There is one more important aspect of socialism that is being 
attacked by bourgeois economists. They are trying to prove that 
Soviet economics is in a state of stagnation, that our economists 
are Strictly forbidden to go beyond simple comments and quota- 
tions from the classics of Marxism-Leninism. Nothing could be fur- 
ther from the truth. Soviet economists have made an important 
contribution to the elaboration of theoretical questions, generalisa- 
tion of the vast experience gained in the process of socialist and 
communist construction; they have done much in revealing econo- 
mic laws and studying the mechanism of their operation in a plan- 
ned socialist economy. The Soviet economic reform was based on 
comprehensive theoretical and experimental research, on a broad 
creative exchange of views on the vital problems of socialist eco- 
nomic development. The participants in the nation-wide discussion 
launched in 1962 were able to draw on the important theoretical 
conclusions reached in the late 1950s as a_ result of a fruitful 
theoretical analysis of the major problems of commodity produc- 
tion and the law of value. 

Soviet economists are still faced with many problems whose 
solution will require much painstaking research. The most impor- 
tant among these are: ways and means of raising economic 
effectiveness of social production, study of the scientific founda- 
tions of organisation and management of social production, fur- 
ther elaboration of concrete forms and methods for practical 
utilisation the categories of value. All these problems can and 
must be solved on the basis of Marxist-Leninist theory. 


(Voprosy Ekonomiki, No. 10, 1965) 


IN THE CROOKED MIRROR 
OF BOURGEOIS THEORIES 


by S. Khavina 


Every time the Soviet Union decides to improve its system of 
economic planning and management, bourgeois ideologists inva- 
riably try to distort the essence of the measures taken in this di- 
rection by trotting out the following long-refuted theses: 

(1) “The socialist system is unviable because it precludes 
the possibility of rational economic management;” 

(2) “The USSR is departing from socialism and gradually re- 
treating to capitalism.” 

The same method is being applied by capitalist propaganda 
in assessing the present economic reform. The majority of Western 
“Sovietologists” agree, writes the US News and World Report, 
that the recently announced reforms are tantamount to admitting 
the insolvency of the communist system, while Business Week 
maintains that the proposed measures represent “cautious steps 
towards capitalism.” 


“Technical’’ Version 


One of the concepts that has become very widespread among 
bourgeois ideologists proceeds from the assumption that the so- 
cialist enterprise has no economic basis and represents merely a 
technical unit of production. These views are set out most con- 
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sistently by the exponents of neo-liberalism in their theory of 
“the centrally regulated economy.” 

What arguments are adduced to substantiate the “technical” 
version? They cannot be called either new or convincing. To put it 
briefly, their sum and substance is that inasmuch as the socialist 
enterprise does not fit into the pattern of bourgeois conceptions of 
an enterprise, it can at best be regarded as a technical concept 
completely devoid of any economic meaning. 

The most essential element of every enterprise, bourgeois theo- 
reticians assert, is that the entrepreneur must possess the neces- 
sary capital to enable him to operate at his own risk. Needless to 
say, this criterion cannot be applied to a socialist state enterprise 
which constitutes public property. The principal aim of every en- 
terprise, according to bourgeois economic science, is to obtain 
maximum profit. It is only natural that profit cannot play such a 
predominant role in the socialist economy. While one of the chief 
indicators of a factory’s efficiency, profit in conditions of socialism 
is not an end in itself. Consequently the efficiency of our enter- 
prises is judged not only by the amount of profit, but also by the 
fulfilment of their marketing, assortment and other plans. It is 
also important to stress the fundamental difference between social- 
ist and capitalist profit. 

Operation for the “free,” that is, unorganised market is pro- 
claimed by bourgeois ideologists to be an inalienable feature of 
every enterprise. Industrial planning, they say, is incompatible 
with market relations. And from this they draw the conclusion that 
the socialist enterprise operating according to plan is not an 
enterprise in the economic sense. Actually, however, the plan does 
not rule out the market. It should be clear, of course, that the re- 
ference here is not to the capitalist type of market with its compe- 
titive struggle and spontaneous price fluctuations. 

Socialist production is commodity production, although it is 
based on a single economic plan. The amount of product actually 
sold is a most important form of exercising control over the opera- 
tion of a factory collective, of establishing how far the results of 
its labour correspond to the requirements of society. That is why 
the sales plan has become one of the chief indicators in assessing 
the efficiency of a socialist enterprise. 

Bourgeois theoreticians proceed from the premise that such an 
important economic function as rational utilisation of the means of 
production and labour is alien to the socialist enterprise which, it 
is alleged, exercises only a technical combination of production 
factors. This assertion too has absolutely nothing in common with 
reality, for production activity of a socialist enterprise must cor- 
respond to basic technological and economic requirements. The 
main goal of every Soviet factory is to achieve maximum produc- 
tion at minimum cost. Moreover, under socialism, where the anar- 


138 


chy of production is unknown and the economy is regulated by a 
single plan, there exist all the necessary conditions for optimum 
utilisation of available resources. This is a matter of vital concern 
for every worker, every factory, and socicty as a whole. 

And lastly, an indispensable element of an enterprise, accord- 
ing to bourgeois idcologists, is the existence of economic relations 
between owncrs of the different factors of production: the means 
of production and labour. They represent the climination of capi- 
talist production relations under socialism as the complete disap- 
pearance of socio-economic relations generally. This is an old 
method of bourgeois economists who regard the capitalist form of 
production as the only conceivable one. 

In actual fact the process of production always takes place un- 
der definite economic relations, without which production activity 
as such is impossible. The fundamental difference lies in some- 
thing else—in the character of socio-economic relations. 

In a capitalist enterprise these relations are based on the ex- 
ploitation of wage labour by the capitalists. 

The forms of relations taking shape in a socialist enterprise are 
many and varied: relations between the enterprise and _ socicty, 
between society and individual workers, between enterprises, be- 
tween the enterprise and its personnel, between the workers them- 
selves. But the important thing is that all the types of relations 
are based on public ownership of the means of production, on so- 
cial appropriation of the aggregate (including surplus) product. 
That is precisely why they preclude the possibility of exploitation. 

The “technical” version is needed by anti-communist writers 
to prove the impossibility of rational economic management under 
socialism. But the facts point in another direction. The socialist 
enterprise is the principal link in the Soviet national economy, 
which exercises in full measure both production-technological and 
economic activity. 


The “Giant Corporation” Myth 


Another bourgeois concept closely related to the “technical” 
version denies the economic independence of Socialist enterprises. 
The advocates of this theory maintain that the predominance of 
public ownership precludes the existence of individual enterprises 
under socialism, with the result that the entire economy is organ- 
ised as a single colossal enterprise or corporation. It is not dif- 
ficult to prove the utter groundlessness of this argument. 

Indeed, public ownership of the means of production does unite 
the labour of individual producers on a scale embracing the entire 
national economy. The overwhelming proportion of the means of 
production is concentrated in the hands of one owner—the state. 
But public ownership does not preclude a certain degree. of eco- 
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nomic independence of the means of production, product and la- 
bour within the framework of industrial enterprises. 

Socialist production relations determine a specific form of re- 
production of state property belonging to the entire people. The 
state allocates a definite amount of fixed and circulating assets 
to each individual enterprise. The socialist enterprise uses this 
property to the best advantage, fully exercising its right of owner- 
ship. The enterprise personnel form a separate production collec- 
tive. Their labour is remunerated out of the income derived by the 
enterprise from the sale of its products. 

A very sizable share of the profit earned by the enterprise from 
the sale of its products remains at its disposal and is used to 
expand production and improve cultural and welfare services. It 
will thus be seen that the enterprise as an economic unit of society 
and an independent collective of producers has its own economic 
interests which exist parallel with public interests. 

Regarding the socialist economy as a single giant firm, the 
Western critics at the same time deny the economic nature of re- 
lations between individual enterprises. They depict these relations 
as being purely technical and organisational, similar to those, 
say, that exist between the structural subdivisions of any factory. 

In reality, technical-production relations of enterprises are 
inseparably linked with economic relations. Social division of 
labour enables every enterprise to specialise in the production of 
definite types of goods. The exchange of activity in the form of 
commodity exchange constitutes the economic substance of rela- 
tions between socialist enterprises. The critics of our economic 
system deliberately shut their eyes to this obvious truth. 


Does Centralised Planning Rule Out Economic 


Independence? 


An important place in the arsenal of bourgeois political econo- 
my is held by the concept denying the economic independence of 
socialist enterprises. Bourgeois ideologists maintain that central- 
ised planning, which dominates the entire economic life, deprives 
industrial enterprises of all freedom of action and initiative. This 
viewpoint is most fully expressed in the works of West German 
economist W. Eiken, one of the authors of the ‘“‘centrally-regulated 
economy” theory, who affirms that under centralised planning eco- 
nomic management is shifted from enterprises to the central autho- 
rity. The socialist economy, in his view, is subject to “absolutely 
binding directives,” the entire activity of every enterprise being 
regulated by the central authority down to the minutest details. 
Other bourgeois economists admit that socialist enterprises enjoy 
a certain measure of economic autonomy, but at the same time 
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emphasise its extremely limited character. This autonomy, they 
allege, does not go beyond the fulfilment of the rigid directives 
and orders handed down from above. 

Of course, the basic aim of centralised economic planning is to 
draw up the most essential indicators and target figures binding 
on every enterprise. But bourgeois ideologists deliberately gloss 
over the fact that democratic centralism, which combines central- 
ised economic management with the economic initiative of enter- 
prises, has always been and remains an inalienable feature of so- 
cialism. The state plan merely endorses the most essential indica- 
tors ensuring balanced economic development, on the basis of 
which the enterprises independently organise their economic acti- 
vity. 

The “centrally regulated economy” concepts give a grossly 
distorted picture of the rather rigid regulation of economic activity 
at all levels, which was largely a consequence of the specific con- 
ditions of Soviet economic development in the period of industrial- 
isation, war effort and postwar rehabilitation. At the present stage 
a series of measures are being taken to give enterprises a wider 
margin of economic independence. The new Statute of the Socialist 
Industrial Enterprise gives factory managements more rights and 
opportunities in the sphere of planning, capital construction, mod- 
ernisation of plant and equipment, introduction of more advanced 
technology, material and technical supplies and marketing, finan- 
ces, Manpower and wages. 


The Khozraschot Principle 
and the “Rules of Behaviour” 


The efforts of bourgeois theoreticians to deny the economic 
autonomy and operational independence of socialist enterprises 
quite logically lead them to deny the khozraschot principle. Many 
experts on Soviet economy are endeavouring to prove in their 
works that khozraschot cannot be applied under socialism. Their 
chief argument is that the absence of spontaneous market prices in 
conditions of socialism precludes the possibility of properly assess- 
ing production costs and, consequently, of effecting genuine khoz- 
raschot. From this they infer that socialist enterprises do not pos- 
sess any internal stimuli to alter and improve production. A cen- 
trally regulated economy, they claim, departs from the principle: 
the’ price covers production costs and guarantees profit. Conse- 
quently, the losses sustained by one socialist enterprise are com- 
pensated by the incomes of another. 

True, some bourgeois economists do not venture completely to 
deny the operation of the khozraschot principle in socialist enter- 
prises. Although the socialist economy does not give rise to the 
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objective need for khozraschot, they say, it does not preclude the 
possibility of its operation. However, khozraschot is depicted bv 
them as a set of rules to guide factory managers. Economist 
G. Grossman of the United States writes that khozraschot is 
a set of rules guiding the behaviour of Soviet factory managers 
beyond the bounds of their primary responsibility for plan fulfil- 
ment. 

In reality, khozraschot represents a new objective economic ca- 
tegory that is intrinsic to socialism. It expresses the specific nature 
of the movement of assets and products of socialist enterprises, 
the specific forms of economic relations between them and society, 
between individual enterprises, as well as the specific type of re- 
lations between enterprises and their personnel. 

An enterprise operating on a khozraschot basis reimburses 
production costs, pays wages to the personnel and creates accumu- 
lations out of funds derived from the sale of its products, not from 
the national budget. This is a specific socialist form of economic 
management based on planned utilisation of such categories of 
value as price, production costs, profit, credit, etc. 

‘The entire production and economic activity of a socialist enter- 
prise is based on khozraschot. Production costs and profitableness 
are problems of vital concern to every enterprise, for the possibili- 
ties of further improving production activity, working conditions 
and living standards of the factory personnel directly depend on 
the correlation of incomes and expenditure. 

All the “theories” purporting to prove Thesis One in adapta- 
tion to the socialist enterprise are anything but original. The stale 
method employed by bourgeois propagandists is simple enough: 
they first ascribe to socialist economy features and qualities that 
are utterly alien to it and then set out to prove its “insolvency.” 
Ali hough such crude fabrications are effectively refuted by our 
economic achievements, anti-communist propaganda continues to 
indulge in wishful thinking by claiming that the Soviet Union is 
trying ‘to find a way out of a stalemate by restoring certain fea- 
tures of capitalism. That is why it so readily jumps at any theory 
designed to corroborate Thesis Two, viz., that socialism is forced 
to apply methods and forms typical ‘of the capitalist economy. 


The Tale of Twin Brothers 


Industrialisation and the attendant processes of production 
concentration and specialisation, bourgeois ideologists declare, 
lead to the “growing similarity” between capitalist and socialist 
enterprises. Both are allegedly faced with the same technical and 
economic problems. A typical case of twin brothers, in short. In 
denying the decisive significance of the form of ownership of the 
means of production, the advocates of a “‘single industrial society” 
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and “hybridisation” of socialism and capitalism put in the fore- 
ground the system of economic management which, moreover, is 
in no way connected with the type of ownership and made depen- 
dent entirely on the volume and technical requirements of modern 
industrial production. 

In an effort to substantiate the thesis on the similarity of prob- 
lems confronting enterprises of different socio-economic types, 
anti-communist ideologists attribute to socialism intrinsically ca- 
pitalist features. Economist Lewis of Britain declares that the spir- 
it of antagonism between managers and workers in any big orga- 
nisation is just as inevitable as between ecclesiastical and secular 
power, the state and the subject, fathers and sons, the general and 
the particular. 

Let us examine this statement more closely. Under capitalism, 
the antagonism between the management and the personnel ref- 
lects the contradictions between labour and capital, between the 
owners of the means of production and the exploited wage la- 
bourers. In capitalist enterprises the managers further the owner’s 
interests by ensuring him maximum profit. 

Under socialism, every worker, together with other members of 
society, is a collective owner of the means of production. The man- 
ager of a socialist enterprise organises its activity in the inte- 
rests of all working people. He acts on behalf of the enterprise, 
represents it in all institutions and organisations, disposes of its 
property and resources in conformity with existing legislation. The 
Statute of the Socialist Industrial Enterprise emphatically stresses 
that the rights granted to factory managements must be used in 
the interests of the factory personnel and the national economy as 
a whole. 

Far from denying the fact that in a socialist society there still 
remain socio-eonomic distinctions between the management and 
the rest of the personnel, the Marxist economic theory has never 
failed to emphasize it. But as collective owners, both stand in the 
same relation to the means of production. As regards surplus pro- 
duct, it belongs to the whole of society and, directly or indirectly, 
is used in the interests of all its members. Mechanisation and 
automation of production and the workers’ cultural and technical 
advancement create conditions for rapprochement between mental 
and physical labour. 

The American economist J. S. Berliner claims that in socialist 
society class antagonism is manifested in relations between the 
Party and the masses. Democratic centralism, he declares is an 
ideological form with the help of which the Party conceals the 
class character of the new society and justifies the alienation 
from the masses of the product of their labour. 

These fabrications distort the true nature of socialism. No one 
is going to deny that there still remain class distinctions in social- 
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ist society. These distinctions—between the working class and col- 
lective-farm peasantry—are associated with the specific nature of 
two forms of socialist property: state (public) and collective-farm 
(cooperative). As to the Party members, they do not constitute a 
separate class, but are the most advanced section of the working 
class, peasantry and intelligentsia. Being the natural leader and 
organiser of all the working people of socialist society, the Party 
is not opposed to the masses but expresses their fundamental 
interests. 

There is just as little sense in the fable about democratic cen- 
tralism. It is not an “ideological form” but the cardinal principle 
of the socialist system of management, which ensures all-round 
varticipation of the broadest working masses—the real masters of 
production—in centralized economic management. That explains 
why Lenin attached so much importance to the consistent imple- 
mentation of the principle of democratic centralism in managing 
the national economy. 

The importance of the new measures on improving economic 
organisation and methods of industrial management lies in the 
fact that they combine the system of state planning with full 
application of the khozraschot principle at factory level, cen- 
tralised management of key industries with broad republican and 
local economic initiative, the principle of one-man management 
with the enhanced role of production collectives. This system fun- 
damentally differs from capitalist economic methods, which rule 
out centralised economic planning and workers’ genuine partici- 
pation in industrial management. 

It will thus be seen that the arguments adduced by bourgeois 
theoreticians in support of their thesis on the restoration of ca- 
pitalist elements in the socialist economy are absolutely untenable 
and find no confirmation in Soviet realities. 

The efforts of bourgeois ideologists to substantiate their anti- 
communist propaganda figments with the aid of theories grossly 
distorting the essence and role of the socialist enterprise stand no 
chance of success because they are far removed from scientific 
objectivity. 


(Ekonomicheskaya Gazeta, No. 44, November, 1965) 


Supplement 


ON IMPROVING MANAGEMENT 

OF INDUSTRY, 

PERFECTING PLANNING 

AND ENHANCING 

ECONOMIC INCENTIVES IN INDUSTRIAL 
PRODUCTION 


The Decision of the Plenary Meeting of the Central Committee 
of the CPSU Adopted on September 29, 1965 


Firmly and consistently pursuing the policy of building a com- 
munist society in the USSR, the Communist Party of the Soviet 
Union since the October (1964) Plenary Meeting of the Central 
Committee is carrying out extensive work on improving ways and 
means of guiding the country’s political, public and economic life. 
Leninist organisational principles concerning the structure of 
Party bodies have been restored. With regard to management of 
the national economy, the Party probes ever more deeply into the 
essence of economic relationships in our society in order to utilise 
properly its economic laws and tremendous creative possibilities 
in the interests of the people. A concrete programme of develop- 
ment of agricultural production has been worked out at the March 
Plenary Meeting of the Central Committee and is being put into 
effect. 
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Today the most important task is to attain greater industrial 
efficiency. A well-organised, highly developed industry is the basis 
of modern socialist economy, the foundation of the country’s might. 
The successful development of our entire economy, growing well- 
being of the Soviet people, further strengthening of the defence 
potential of the Soviet Union depend on the level and scale of in- 
dustrial progress, on industrial output. 

Industrial production is continually growing and improving. 
Under the Seven-Year Plan the gross industrial product will in- 
crease by approximately 84 per cent instead of the planned 80 per 
cent. The production of power, oil, gas, coal, pig iron and steel will 
increase by a great margin. 

A considerable growth in the output of chemical products, 
machinery, equipment, instruments and consumer goods is en- 
sured. Over the past seven years more than 5,500 large industrial 
plants have been built or commissioned. The basic production as- 
sets in industry have nearly doubled. 

In keeping with modern demands the structure of industrial 
production is undergoing substantial changes. The share of power 
generation, machine-building and chemical industry, i.e. the bran- 
ches which ensure the technical progress of the entire national 
economy will have increased in the course of the Seven-Year Plan 
from 27 to 35 per cent. 

A number of measures have been taken to raise the wages of 
workers and employees, provide pensions for collective farmers, 
improve the supply of consumer goods and step up the housing 
programme, 

These successes have been possible due to the tremendous crea- 
tive effort of workers, engineers, technicians, scientists, the great 
organisational and educational work of the Party, government, 
trade union and Young Communist League organisations. 

In order to cope with the important tasks of raising the level of 
and speeding up industrial development, accelerating technolo- 
gical progress in all branches of the national economy and achiev- 
ing a further rise in the people’s living standards it is necessary 
to exploit every possibility, to make full use of available industrial 
reserves for augmenting national income. 

The principal means of achieving this are: increased industrial 
efficiency and labour productivity, greater effectiveness of capital 
investments and basic productive assets, rigid economy, elimina- 
tion of non-production expenditures, comprehensive develop- 
ment of the creative initiative of working people in accomplishing 
these tasks. 

Great importance is attached to improving planned economic 
management, raising the scientific level of state planning. Nation- 
al economic plans must take into account the prospects for scien- 
tific and technological progress and provide for rapid application 
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and mastering of the latest achievements of science and techno- 
logy. They must be based on realistic and objective calculations. 
In drafting the plans it is essential to observe the most important 
principles such as strict conformity with the economic laws of so- 
cialism, ensuring balanced cconomic development and a maximum 
of industrial products at the lowest cost. 

The Plenary Meeting of the Central Committee of the CPSU 
notes that the existing organisational structure of management, 
the methods of planning and economic stimuli in industry are not 
in keeping with modern conditions or the level of development of 
productive forces. 

A serious shortcoming of industrial management is that admi- 
nistrative methods have superseded economic necessity. Cost ac- 
counting at enterprises in many respects is formal; the powers of 
the enterprises with regard to their economic activity are restricted. 

The work of enterprises is regulated by numerous indices which 
restrict the independence and initiative of the personnel of enter- 
prises, diminish their sense of responsibility for improving the 
organisation of production. The system of material encouragement 
of industrial workers provides little incentive for bettering the 
work of the enterprises, making production more profitable and 
improving the quality of industrial products. 


Although industrial management based on the territorial prin- 
ciple somewhat widened the possibilities for interbranch speciali- 
sation and coordination of industrial production within the limits 
of economic areas, it has impeded the development of branch spe- 
cialisation and rational industrial cooperation between enterprises 
situated in different economic areas, has created a gulf between 
science and production and resulted in fragmentation and multi- 
stage management of industrial branches, in sluggishness. 


In order to provide for further industrial development, to fur- 
ther increase the effectiveness of social production, accelerate tech- 
nological progress, to boost the growth of national income and 
thereby ensure a further rise in the living standards of the Soviet 
people, it is essential to improve planning methods, to augment 
economic stimuli in the sphere of industrial production, to enhance 
material incentives for workers thus encouraging them to better 
their work. 

The Plenary Meeting of the Central Committee considers that 
industrial management should be based on the industry principle, 
that Union-Republican and all-Union ministries for industrial 
branches must be established. 

It has been found expedient to put a stop to excessive regula- 
tion of the activity of enterprises, to reduce the number of plan 
indices required of enterprises from above, to provide them with 
the necessary means for developing and improving production, to 
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make better use of such key economic levers as profit, price, bonus, 
and credit. 

Economic and planning agencies are called upon to display 
greater flexibility and operative efficiency in planning and produc- 
tion management, to take into account changing economic condi- 
tions in good time, to manoeuvre with their resources, to balance 
production against rising requirements and public demand, to 
reinforce the cost-accounting system, to apply promptly the achieve- 
ments of science and technology, to find the best ways for solving 
economic problems in the concrete conditions of a given enterprise. 

The entire system of planning, production management and 
material incentives must be directed towards ensuring a high rate 
of development of social production and increasing its efficiency. 
A most important condition for achieving these aims is to see that 
the personnel of enterprises have an interest in setting higher plan 
targets, making better use of production funds, labour, material 
and financial resources, perfecting technology, labour organisa- 
tion, and improving economic indices of production. 

Extending the economic independence of enterprises, the Party 
and the Soviet Government as before will conduct a unified policy 
in mapping out the main directions of industrial development, 
technical progress, capital investment, prices, work remuneration 
and finance. 

The great importance of the proposed measures for improving 
the organisation of management and reinforcing the economic 
methods of industrial management lies in the fact that they com- 
bine unified state planning with full cost accounting at enter- 
prises, centralised control of separate branches with broad Repub- 
lican and local economic initiative, the principle of one-man au- 
thority with a greater role to be played by production collectives. 
This ensures a further extension of democratic principles of man- 
agement. It creates economic requisites for broader participa- 
tion of the masses in the management of production and for exert- 
ing an influence on the economic activity of enterprises. Such a 
system of economic management corresponds more fully to pre- 
sent-day demands permitting to make better use of the advantages 
of the socialist system. 

The Plenary Meeting approves measures drafted by the Presi- 
dium of the CPSU Central Committee and set forth in the report 
of A. N. Kosygin, Member of the Presidium of the CPSU Central 
Committee and Chairman of the Council of Ministers of the USSR, 
on improving industrial management and planning and streng- 
thening economic incentives in industrial production. It instructs 
the Presidium of the CPSU Central Committee and the Council of 
Ministers of the USSR to take decisions on these questions and 
submit proposals on industrial management bodies to the Supreme 
Soviet of the USSR for consideration. 
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The Plenary Meeting instructs the Presidium of the CPSU 
Central Committee, the Council of Ministers of the USSR, the 
Central Committees of Communist Parties of Union Republics, 
territorial and regional Party committees to settle promptly all 
organisational matters involved in the establishment of Union- 
Republican and all-Union ministries as well as local economic 
management bodies thereby ensuring normal operation of indus- 
try, evolving wisc solution to the problem of utilisation and cm- 
ployment of the personnel released as a result of the abolition of 
economic organisations, secing that enterprises are supplied with 
skilled cadres, that newly established ministries and departments 
are staffed with highly skilled specialists, good organisers capable 
of conducting affairs in a statesman-like way. 

It is considered that the main task of ministries, personnels 
of industrial establishments, scientific research institutions, and 
designing organisations is to ensure a high pace of development 
and greater efficiency of industrial production, a steady rise in 
labour productivity and the best use of available production funds. 
With this in view it is necessary to ensure large-scale introduction 
in the national economy of the latest achievements of home and 
foreign science and technology, scientific organisation of labour, 
improvement in the quality of output, strengthening state and 
Jabour discipline and enhancement of the responsibility of every 
worker for his job. 

The Plenary Meeting of the Central Committee stresses that 
the ministries are responsible to the Party, the state and the So- 
viet people for the successful development of industry, its high 
technical level, for equipping all branches of the national economy 
with technically perfect and highly efficient machines and appli- 
ances, quality raw materials and other supplies and satisfying 
public demand for quality consumer goods as fully as possible. 

Transition to the branch principle of industrial management 
and strengthening economic levers in industrial development en- 
hance still more the role of Party organisations in the Republics, 
territories, regions, cities, districts, enterprises, ministries and de- 
partments in the drive to ensure a high rate of economic develop- 
ment, increase their responsibility for the work of enterprises and 
economic bodies in fulfilling national economic plans and state as- 
signments. It is the duty of Party committees, without substitut- 
ing business executives, to concentrate on organisational work, on 
the selection, deployment and training of cadres, on seeing that 
Party and government directives are fulfilled, and improving com- 
munist education of working people. 

It is the duty of Party organisations to study constantly the 
work of enterprises and help business executives reveal and over- 
come shortcomings. They must direct the efforts of working people 
towards seeking and bringing into action all production reserves 
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and fighting resolutely any manifestations of departmental or 
parochial tendencies. 

Party committees should have a profound knowledge of the 
economics of production. They must make thriftiness and economy 
of funds, material and labour resources a truly nation-wide con- 
cern, see that cadres have a knowledge of economics, and teach 
them the art of correctly using economic levers for improving in- 
dustrial production. 

Party, trade union and YCL organisations should step up their 
work to enhance communist consciousness of the working people, 
develop their creative activity, fight persistently for raising labour 
productivity, improving labour discipline and production routine 
and display greater concern for bettering the working and living 
conditions of workers and employees. It is necessary to improve 
the organisation of the socialist emulation movement among the 
working people so that everything progressive in production 
should be popularised and put into practice. Potentialities of the 
new system of management should be used fully for the further 
development of production and for material incentives of well-run 
enterprises and workers. 

Economic incentives for raising the productivity of social la- 
bour are a powerful means of advancing the socialist economy 
towards communism. At the same time the Party will continue 
its persistent course for raising communist consciousness of work- 
ing people and fostering a communist attitude towards labour. 
It is only when every worker displays a conscientious initiative 
and creative approach to the work he does, and has a _ thrifty, 
economical approach to public property that it is possible to fight 
for building a communist society. It is the duty of Party organi- 
sations in every way to develop moral stimuli to labour, create all 
conditions for the development of truly communist creativity of 
the masses. 

The Plenum instructs Party organisations widely to explain 
the decisions of this Plenum to all the working people, to direct 
all the forces of Party, government and economic cadres to fulfill- 
ing the measures drafted by the Party and the government. In 
drafting these measures our Party has proceeded from the vital 
interesis of the working class and all the working people of our 
country, taking due account of the proposals and wishes expressed 
by workers, engineers and technicians, scientists, Party, govern- 
ment, trade union and YCL organisations. 

The Plenary Meeting of the Central Committee of the Com- 
munist Party of the Soviet Union expresses confidence that meas- 
ures for improving management of industry, perfecting planning 
and enhancing economic incentives in industrial production will 
be met with satisfaction by the Party and all the people of our 
country. Successful implementation of these measures wil] further 
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bolster the economic might of the Soviet state, ensure the steady 
growth of public welfare, consolidate worker and peasant alliance, 
and contribute to the more successful accomplishment of the tasks 
of communist construction. 


STATUTE OF THE SOCIALIST 
INDUSTRIAL ENTERPRISE 


Approved by the USSR Council 
of Ministers. 
October 4, 1965 


|. General Principles 


1. The socialist industrial enterprise shall be the basic unit 
oi the national economy in the USSR. Its operation shall be based 
on centralised direction combined with economic independence 
and initiative on the part of the enterprise. 

2. The socialist industrial enterprise shall administer state 
property put under its managerial control or at its disposal; its 
personnel shall engage in production and economic activity 
(manufacture of products, execution of assignments or rendering 
of services), this being done under the guidance of the superior 
body and in conformity with the national economic plan, on the 
basis of khozraschot. It shall perform duties and exercise rights 
stemming from this activity, shall have an independent balance- 
sheet and enjoy the rights of a juridical person. 

3. The present Statute shall cover industrial, construction, ag- 
ricultural, transport and communications enterprises. 

The specific terms for the application of this Statute to cons- 
truction, agricultural, transport and communications enterprises 
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shall be laid down by the Councils of Ministers of the Union 
Republics, the USSR ministries and departments concerned on the 
basis of existing legislation for the enterprises of the respective 
sector of the national economy. 

4, The enterprise shall be managed on the principle of one-man 
responsibility. Public organisations and the entire personnel of 
the enterprise shall take an active part in discussing and imple- 
menting measures to ensure fulfilment of the state plan and 
promote development and improvement of the enterprise’s produc- 
tion and economic activity, as well as improvement in the working 
and living conditions of the workers. 

5. The enterprise shall be obliged to observe socialist law and 
state discipline in all its activities. The rights accorded to the en- 
terprise shall be exercised in the interests of the national economy 
as a whole and of the personnel working at the enterprise. 

It shall be binding on the economic management bodies to en- 
sure strict observance of the rights of the enterprise and control 
over the fulfilment of the enterprise’s duties. 

6. The enterprise shall be set up by decision of the superior 
body in conformity with the laws of the USSR or the given Union 
Republic. 

7. The enterprise shall have a charter approved by the body 
that has passed the decision on setting up the enterprise. In cases 
provided for by the legislation of the USSR or the Union Republic 
the enterprise shall operate on the basis of the general regulations 
for enterprises of the given type. 

The Charter of the enterprise shall contain: 

the name (or number) of the enterprise and its location (postal 
address); 

the name of the body to which the enterprise is directly subor- 
dinated (the superior body); 

object and purpose of the enterprise; 

stipulation to the effect that the enterprise has a charter fund; 

stipulation to the effect that the enterprise operates on the basis 
of the present Statute and is a juridical person; 

status of the official placed at the head of the enterprise 
(director, manager, chief). 

If the enterprise consists of several production units 
(Clause 10), this shall be specified in the Charter and the produc- 
tion units be listed. 

The Charter may include other provisions, which are not con- 
trary to the law and follow from the specific features of the enter- 
prise’s activity. 

The enterprise shall be accorded rights and duties stemming 
from its production and economic activity and becomes a juridical 
person from ithe day its Charter is approved; in cases when the 
enterprise operates on the basis of the general regulations for 
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enterprises of the given type, from the day the decision to set it 
up is adopted by the appropriate body. 

8. The enterprise shall exercise the rights of property, utilisa- 
tion and disposal of the property under its operational control, as 
well as the right to use the land assigned to it within the limits 
fixed by law, in conformity with its aims, plan targets and purpose 
of the property. 

9. The enterprise shall be responsible for meeting its commit- 
ments with the property assigned to it, which, under the laws of 
the USSR and the Union Republic, is subject to recovery. 

The enterprise shall be responsible for meeting the commit- 
ments of the body to which it is subordinated or those of other 
enterprises and organisations. The body to which the enterprise 
is subordinated shall not be responsible for the enterprise’s com- 
mitments. Exemptions from these rules shall be allowed in cases 
provided for by the laws of the USSR or the Union Republic. 

The state shall not be responsible for meeting the commit- 
ments of the enterprise, nor shall the enterprise be responsible 
for the commitments of the state. 

10. A combine, trust, firm or other economic organisation con- 
sisting of production units that are not independent enterprises 
shall operate in accordance with this Statute as a production en- 
terprise. 

A combine, trust or other economic organisation to which in- 
dependent enterprises are subordinated shall operate with regard 
to them as an economic management body. 

A combine, trust or other economic organisation which con- 
sists both of production units that are not independent enterprises 
and of independent enterprises that are subordinated to it, shall 
exercise with regard to the former and with regard to its own 
industrial activity the rights and duties of an industrial enterprise 
in keeping with the present Statute, and with regard to the in- 
dependent enterprises subordinated to it shall act as an economic 
management body. 


Il. Property and Assets of the Enterprise 


11. The fixed and circulating assets assigned to the enterprise 
shall constitute its charter capital, the size of which shall be re- 
flected in its balance-sheet. 

12. The total amount (standard) of circulating assets of the en- 
terprise shall be set by the superior body on the basis of the enter- 
prise’s request and may be revised in the course of the year only 
if the production plan of the enterprise is revised. 

Circulating assets assigned to the enterprise within the limits 
of the standard may not be withdrawn by the superior body. 

Surplus circulating assets (exceeding the standard) may only 
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be withdrawn from the enterprise by the superior organ by way of 
redistribution, on the basis of the annual account of the enterprise, 
or if the standard of circulating assets changes as a result of a re- 
vision of the entreprise’s production plan. 

13. The enterprise shall earmark depreciation allowances for 
overhauls and for complete renewal of fixed assets. 

The depreciation allowances for overhauls shall constitute a 
special fund of the enterprise which may be used either for over- 
hauls or the modernisation of fixed assets, as well as for the acqui- 
sition of machine parts and assemblies for these purposes and for 
replacing worn-out parts and assemblies. 

If it is economically expedient, the enterprise may use the de- 
preciation allowances to acquire new equipment instead of recon- 
ditioning old plant. 

To ensure the most expedient use of the depreciation allow- 
ances for overhauls, the enterprise shall transfer up to 10 per cent 
of the total volume of these allowances to the superior body to crea- 
te a reserve fund for assisting enterprises which do not possess 
sufficient means for overhauls. 

Depreciation allowances for the complete renewal of fixed as- 
sets shall be used to finance capital investments in conformity 
with the law. 

14. The enterprise’s profit (in the case of enterprises whose 
plan does not provide for profit, this applies to savings accruing 
from cost reductions) shall be distributed in accordance with its 
income and expenditure account (financial plan), in keeping with 
the procedure laid down by the USSR Council of Ministers. 

To stimulate the material interest of the personnel in the fulfil- 
ment of the enterprise’s plan and in ensuring profitableness, a part 
of the profit (or savings from cost reductions) shall be left at the 
disposal of the enterprise as a fund for bettering the cultural and 
living conditions of its workers and improving production tech- 
niques (the fund of the enterprise). The sum of these allowances 
from profit (savings from the reduction of production costs) and 
the order in which the fund of the enterprise is formed and used 
shall be determined for the different industries by the regulations 
on this fund approved by the USSR Council of Ministers. 

The fund of the enterprise shall be used for the introduction of 
new production techniques, modernisation of equipment and expan- 
sion of production, as well as for housing construction and con- 
struction for welfare services, housing repairs, individual bonuses. 
improvement of welfare and medical services, acquisition of medi- 
cines for the enterprise’s medical institutions and procurement of 
accommodations at holiday homes and sanatoria, and for giving 
extraordinary grants to workers. 

The superior body shall not be permitted to withdraw or redistri- 
bute the fund of the enterprise. 
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Profits accruing from the realisation of consumer goods and 
production items made from waste materials shall remain entirely 
at the disposal of the enterprise (the consumer goods fund) and 
shall be used in accordance with regulations laid down by the 
USSR Council of Ministers. 

Flats in houses whose construction is financed from the fund 
of the enterprise and the consumer goods fund shall be tenanted 
exclusively by persons listed and approved by joint decision of the 
management and the factory or local committee of the trade union, 
with subsequent notification of the Executive Committee of the lo- 
cal Soviet. 

15. In conformity with the established procedure, the enterprise 
shall allocate sums to be paid as bonuses for the development 
and introduction of new equipment and techniques and to be set 
aside for a fund to promote the efficient use of new equipment. 

16. The enterprise may lease to other enterprises and organisa- 
tions, at rents fixed for the given locality, buildings and structu- 
res, as well as production, warehouse and other facilities assigned 
to it but temporarily not in use. 

The enterprise may also lease to other enterprises and organi- 
sations equipment and transport facilities temporarily not in use. 
Charges for the leased equipment and transport facilities shall be 
equal to the depreciation allotments for the leased property. 

The leasing of temporarily idle transport faci.ities belonging 
to transport enterprises shall be sanctioned by the superior body. 

17. The enterprise shall place at the disposal of the factory or 
local committee of the trade union, buildings, rooms, structures, 
gardens and parks belonging to or rented by it, these to be used 
free of charge by the said trade union committee for the purpose of 
conducting cultural, educational, health, physical culture and 
sports activities among the personnel of the enterprise and their 
families, and also for running Young Pioneer camps; this also ap- 
plies to buildings, rooms and structures to be used for the dis- 
semination of technical knowledge. 

The maintenance, repair, heating, lighting, cleaning, guarding 
and equipping of the said facilities shall be financed by the enter- 
prise. If these facilities are shared with other enterprises or or- 
ganisations, the latter shall pay their part of the expenses in- 
volved. 

The enterprise shall make available to the factory or local trade- 
union committee, and other public organisations of the enter- 
prise, free of charge, premises required for their activities and for 
meetings of the workers and office employees; it shall provide 
these premises with equipment, heating, lighting, guarding and 
cleaning facilities. The enterprise shall also make available to the 
said organisations transport and communication facilities free of 
charge. 
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The enterprise shall grant to its trade union and other pub- 
lic organisations, gratuitously, by transferring from one balance- 
sheet to another, the sports and welfare service equipment acquir- 
ed by it on money from the fund of the enterprise, the consumer 
goods fund and the socialist emulation bonus fund. 

18. The enterprise shall provide free of charge: 

for the inedical centre (point): premises, heating, lighting, 
water, guards, cieaning and repairs; 

for the canteen or some other catering establishments situated 
on its grounds or belonging to it and serving its personnel: pre- 
mises, heating, lighting and water. 

19. The enterprise may provide free of charge: 

for the young workers’ (rural youth) school, the evening 
(shift) vocational school and advanced training courses attended 
by workers of the enterprise and the factory technical college and 
secondary technical school, educational premises and the necessa- 
ry equipment, tools, instruments and materials for their labora- 
tories and study rooms, as well as repairs and maintenance, elect- 
ric power and heating; 

for higher educational establishments and specialised secon- 
dary schools: sample machines, machine tools, instruments and 
equipment, as well as articles which have been on display at ex- 
hibitions and may be used as training aids. 

20. Buildings, structures, operating equipment and other fixed 
assets of the enterprise may be transferred to other enterpri- 
ses and organisations in keeping with the procedure established 
by the laws of the USSR and the Union Republic. 

21. Surplus equipment, transport faci:ities, instruments, tools, 
stock, raw and other materials and fuel, draught animals and pro- 
ductive livestock, seeds and fodder may be sold by the enterprise 
to other enterprises and organisations, in case the superior body 
refuses to re-allocate the surpluses, and also in case of failure to 
receive from it any reply within a month’s notification of the avai- 
lable surpluses. 

Materials, tools and other assets acquired by the enterprise as 
part of local procurements may be sold by it without the permis- 
sion of the higher body. Sums secured from the sale of material 
values representing circulating assets shall remain at the disposal 
of the enterprise as circulating assets. 

Sums secured from the sale of material values representing 
fixed assets shall remain at the disposal of the enterprise to be 
used as capital investments in excess of the annual plan. 

22. The personnel of the enterprise shall take good care of the 
state property, use buildings, structures and equipment properly 
and display thrift in the use of materials and money. Persons 
guilty of spoiling state property and causing material damage 
to the state shall be held responsible under the law. 
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Ill. Production and Economic Activity 
of the Enterprise 


23. The enterpise shall engage in planned production and eco- 
nomic activity on a khozraschot basis, striving to secure, in the in- 
terests of the national economy, maximum results with minimum 
expenditure of labour, material and financial resources, making 
the utmost use of production capacities, internal reserves, the land 
and other natural resources placed at its disposal, strictly observ- 
ing a policy of rigid thrift, applying the latest achievernents in 
science and technology and advanced know-how, as well as prog- 
ressive norms in the use of raw and other materials, fuel and elec- 
tric power, reducing the cost of production (work, services), and 
raising the profitableness of production. The enterprise shall make 
the utmost use of local resources of raw and other materials, as 
well as of production wastes. 

The shops, sections, branches and other internal subdivisions 
of the enterprise shall operate, as a rule, on the basis of internal 
khozraschot. 

24. The enterprise shall ensure high quality, reliability and du- 
rability of its products (as well as work done and services ren- 
dered), in accordance with state standards, technical specifications, 
samples, other conditions, norms and rules. 

Proceeding from achievements in science and technology and 
from advanced know-how, and taking into account the needs of the 
national economy, the requirements of the population and the aes- 
thetic standards of Soviet society, the enterprise shall constantly 
improve the quality of its products (as well as work done and 
services rendered). 

To this end, the enterprise shall be obliged to submit to the ap- 
propriate bodies proposals for discontinuing the manufacture of 
outdated machines, mechanisms and other articies which do not 
satisfy the consumers and replacing them by new models. The en- 
terprise shall also submit proposals to improve state standards, 
technical specifications and other norms determining the quality 
of its products (or work done and services rendered.) In the case 
of consumer goods, the enterprise shall submit proposais for dis- 
continuing the production of out-of-date goods and replacing them 
by new products in demand by the population. 

25. The enterprise shall engage in the construction, moderni- 
sation and overhauling of fixed assets in keeping with approved 
plans, lists, designs and estimates. It shall see to it that new pro- 
duction facilities are timely commissioned and that acquired equip- 
ment is speedily put into operation. 

26. The enterprise shall launch invention activities and _ en- 
sure that inventions and rationalisation proposals are examined 
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and put into effect without delay and that inventors and ration- 
alisers are properly and promptly rewarded. It shall render sup- 
port and encouragement to innovators in production. 

The enterprise shall make extensive use of Soviet and foreign 
scientific and technical achievements and patent materials in de- 
veloping new and improving existing techniques, and shall protect 
the priority of Sovict inventions by applying for author’s certifi- 
cates in the USSR and obtaining the necessary patents abroad, in 
conformity with existing practices. 

27. The enterprise shall make rational use of the facilities of 
railway, water way, air and motor transport, systematically im- 
proving the organisation of loading, unloading and transport op- 
erations, mechanising them and taking measures to cut idle time 
in loading and unloading operations. 

28. The enterprise shall take measures for securing supplies of 
materials and machinery necessary for production. To this end the 
enterprise, proceeding from fixed standards, shal! submit, in prop- 
er time, substantiated requests for material resources allocated by 
plan, which are essential for the fulfilment of its basic programme 
and experimental work, as well as the plan of organisational and 
technical measures, and also essential for repairs and mainte- 
nance operations; it shall obtain the material resources assigned to 
it from existing funds and will acquire on its own other neccs- 
sary material resources. 

The enterprise must have at its disposal, in accordance with 
approved standards, supplies of raw and other materials, fuel and 
other resources required for continuous and regular operation, but 
must not allow supplies to accumulate in excess of plan. 

29. In accordance with approved plans and concluded con- 
tracts, the enterprise shall manufacture and deliver products of 
proper quality and completeness of outfit, in conformity with the 
specified list and assortment, making sure that national needs are 
met in the first place. 

Failure by the enterprise to fulfil its delivery plans and assign- 
ments shall be considered a gross violation of state discipline, for 
which the officials responsible shall be brought to account in con- 
formity with established procedure. 

The enterprise shall be permitted to manufacture products in 
excess of the plan only if it is able to market them. 

30. The enterprise must in every way broaden and strengthen 
its direct contacts with its customers—enterprises and organisa- 
tions—with a view to supplying them, in the best possible way, 
with products of proper quality and of the required list and as- 
sortment. 

Changes in existing direct ties between the supplier and its 
customers as concerns deliveries may be made, if necessary, in 
keeping with the law. 
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An enterprise producing consumer goods shall organise pro- 
duction thereof on the basis of orders from trading organisations 
and contracts concluded with them. 

31. The enterprise shall use its financial resources most 
economically and purposefully, making sure that it does not delay 
the settling of its accounts with the state budget, banks, suppliers, 
contractors, and other organisations. 

32. The enterprise shall keep its accounts, records of opera- 
tions and statistics in good order; it shall introduce modern meth- 
ods and forms of accounting and computing; it shall draw up its 
accounts in keeping with the approved forms and submit them to 
the proper bodies at the prescribed time. 


33. The enterprise shall constantly improve its structure, seek- 
ing to keep its administrative costs at a minimum by applying 
the most progressive systems of management schemes, using mod- 
ern computing techniques, and introducing mechanisation and 
automation into engineering and managerial operations. 


34. The enterprise shall effect and constantly seek to improve 
labour organisation and rate setting. It shall create conditions for 
highly efficient operation and seek to achieve a steady increase 
in labour productivity. It shall observe labour legislation and the 
rules and standards of industrial health protection and accident 
prevention, industrial sanitation and state social insurance; it shall 
improve health conditions, and ensure the observance of labour 
discipline. 

All of the personnel must strictly observe the internal regula- 
tions of the enterprise. 


35. The enterprise shall take measures to improve the wage 
system with a view to promoting the workers’ material interest in 
the results of their own work and also the results of the work of 
the enterprise as a whole. The enterprise shall see to it that a cor- 
rect ratio is maintained between the increase in labour productiv- 
ity and the rise of wages, that the wages fund is used economi- 
cally and expediently, and that workers and office employees are 
paid on time. 

36. The enterprise shall take measures, in conformity with the 
laws of the USSR and the given Union Republic, for training new 
workers on the spot, for teaching workers new trades, and system- 
atically raising their skill. To this end, apart from apprenticing 
workers individually and in teams, the enterprise shall organise 
vocational courses and schools for training in advanced labour 
methods. 

The enterprise shall create conditions to enable full-time work- 
ers studying at educational establishments to combine their 
studies with their work and shall grant them the privileges pro- 
vided by law. 
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37. The enterprise shall render all possible assistance to the 
young workers’ (or rural youth) school, the evening (or shift) 
vocational trade school and advanced training courses attended 
by its workers; it shall provide the necessary conditions for the 
production training of the pupils of general secondary schools, 
and students of higher educational establishments and specialised 
secondary schools; in accordance with existing legislation it shall 
offer wage and salaried jobs for students of higher educational 
establishments and specialised secondary and vocational trade 
schools. 

38. The enterprise shall ensure constant improvement of the 
workers’ housing and living conditions; it shall organise the con- 
struction of new housing projects, nurseries and kindergartens, 
hospitals and buildings for welfare services, and promote coope- 
rative and individual housing construction. 

39. The enterprise which successfully fulfils its tasks is 
entitied to various awards in accordance with the existing legis- 
lation and terms of socialist emulation. 

For outstanding labour achievements and display of initiative 
workers and office employees of the enterprise may be awarded 
honorary certificates and bonuses; they may also be awarded 
honorary titles. 

Workers and office employees who have distinguished them- 
selves by outstanding innovations in economic development and 
high production showings may be recommended for decoration 
with orders and medals of the USSR or for the title of Hero of So- 
cialist Labour, in keeping with existing practice. 

40. The work of the enterprise shall not interfere with the nor- 
mal operation of other enterprises and organisations or impair 
citizens’ living conditions. 

The enterprise shall take all necessary measures to prevent pol- 
lution of the air, soil and water reservoirs with industrial refuse, 
sewage and production wastes, and to abate noises and radio in- 
terference. 


IV. Rights of the Enterprise 


41. The rights of the enterprise stemming from its production 
and economic activity shall be exercised by its director 
(or manager or chief) and by other officials of the enterprise ac- 
cording to the accepted ailocation of duties, and, also jointly, by 
agreement with or with the participation of the factory or local 
trade union committee, in cases provided for by existing legisla- 
tion. 

42. Some of the more important enterprises may, in keeping 
with the rules adopted by the USSR Council of Ministers, be 
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granted by their superior economic management bodies additional 
rights enjoyed by these bodies. 


Rights in the Field of Planning 


43. The enterprise, proceeding from its control figures shall 
draft long-term and annual plans covering all of its operations, 
in keeping with the adopted indicators; said plans shall be drawn 
up with the broad participation of the workers and office em- 
ployees, and taking into account the needs of the national eco- 
nomy, and the need for and requirements of contacts with custom- 
ers and the distributing and trading organisations. 

44. The superior body shall examine, together with the enter- 
prise, and approve the long-term and annual plan targets in keep- 
ing with the adopted indicators. 

Plan targets will be handed down to the enterprise only by the 
superior body. 

45. The enterprise, in keeping with the plan indicators set for 
it and the terms of contracts, shall draw up a detailed annual 
technical, output and financial plan (output and financial plan, 
construction plan, etc.), quarterly and monthly production and 
economic plans, which are approved by the director of the enter- 
prise. 

The enterprise shall itself set the quantitative and qualitative 
plan indicators for its shops, departments, sections, services, pro- 
duction groups and other structural subdivisions, ensuring that the 
plan targets set for the enterprise are achieved with the greatest 
economic effectiveness. 

46. Plan targets set for the enterprise shall be coordinated 
and must provide for full utilisation of the production potential. 
The superior body shall supply the enterprise with the necessary 
materials, machinery and financial resources and with the wages 
fund required for fulfilling the plan target. 

47. Plan targets set for the enterprise may only be altered by 
the superior body in exceptional cases after these matters have 
been discussed with the management of the enterprise, and in 
keeping with procedures and within the time limits established by 
the USSR Council of Ministers. 

Whenever the plan targets of the enterprise are altered by the 
superior body the necessary changes shall be made in all the in- 
terrelated plan indicators, as weil as in the enterprise’s accounts 
with the budget. 

48. The enterprise shall have the right to accept from other 
enterprises and organisations orders for the execution of jobs or 
the manufacture of products in excess of plan, from raw and other 
materials supplied by the customer or from its own materials and 
production waste, provided this does not affect the state plan set 
for it or its commitments under contracts. 
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Rights in the Sphere of Capital Construction and Capital 
Repairs (Overhauling ) 


49. The enterprise shall carry out capital construction or re- 
construction of its fixed assets by contract with construction orga- 
nisations. In cases where capita: construction on the basis of con- 
tracts is economically inexpedient, the enterprise may perform the 
work on its own. 

50. The enterprise shall conclude with designing organisations 
contracts for designs and design estimates. These designs and de- 
sign estimates shall be approved in conformity with the rules es- 
tablished by the USSR Council of Ministers. 

The director of the enterprise shall approve: 

the lists of all projects to be built at the expense of the fund 
of the enterprise and the consumer goods fund; 

the lists of housing, cuitural and communal projects financed 
by centralised investments, with the exception of lists of projects 
of clubs, palaces of culture, gymnasiums, stadiums and swimming 
pools built in towns; 

the lists of work to ensure health protection, accident preven- 
tion and industrial sanitation; 

the lists of interior building operations performed by agree- 
ment with the contractor. 

The lists of building work financed from the fund of the enter- 
prise and the consumer goods fund, as well as the lists of work 
to be done to ensure health protection, accident prevention and 
industrial sanitation are subject to approval by the director of 
the enterprise in agreement with the factory or local trade union 
committee. 

51. The enterprise shall have the right to hand over to con- 
tractors the execution of building and installation jobs, and in this 
case, to transfer to them the respective quotas for labour, funds 
and materials, with subsequent notification of the superior body. 

52. Plans for capital repairs and the corresponding financial 
estimates are subject to approval by the director of the enterprise. 
Capital repairs of fixed assets shall be carried out either by the 
enterprise itself or by contractors. 

If capital repairs are performed by contractors the enterprise 
may transfer to the contractors the respective quotas for labour, 
Lees and materials, with subsequent notification of the superior 

ody. 

53. The enterprise shall have the right to set, by agreement 
with the contractors, the rates of pay for separate jobs the need 
for which has arisen in the course of construction, if no such rates 
have been set before in conformity with established procedure. 

54. The enterprise shall have the right to engage its own spe- 
cialists for drawing up plans for the reconstruction of shops, sec- 
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tions, divisions or farms, for changing production techniques, or 
adapting standard designs to local conditions, paying these spe- 
ciatists for the work in accordance with the rates set for the res- 
pective categories of workers of designing organisations. 

55. The enterprise shall have the right to build nurseries and 
kindergartens with part of the centralised funds allocated to it for 
housing construction. This money may be used by joint decision of 
the director of the enterprise and the factory or local trade union 
committee. 

56. The enterprise shall have the right to pool its fund of the 
enterprise and other special funds at its disposal with those of other 
enterprises and organisations for the purpose of joint construc- 
tion (on a share basis) of housing, medical and pre-school child- 
ren’s institutions, Young Pioneer camps and other welfare estab- 
lishments. 


Rights in the Sphere of Improvement of Equipment and 
Production Techniques 


57. The enterprise shall adopt production processes, since they 
are not established by the body responsible for the execution 
of a unified technical policy in the given industry. 

If necessary, the enterprise shall have the right to alter the pro- 
duction processes established by the body concerned with conduct- 
ing a unified technical policy in the given industry, provided 
these alterations improve the quatity (reliability, durability) of the 
product or reduce production costs, without imparing its quality 
or violating state standards and technical specifications, or provid- 
ed they produce some other favourable effect. This does not ap- 
ply to production processes, which may not be altered without the 
consent of the bodies which have approved them. In the event of any 
change in the production process, the body which has approved it 
must immediately be notified. 

The agricultural enterprise shall adopt its own system of farm- 
ing and running its various branches, and decide on how to use 
its arable land, when to do the sowing and other operations. 

The manner in which the operating techniques and processes 
are approved or altered in transport and communications enterpri- 
ses shall be established by the respective ministry (or depart- 
ment). 

58. The enterprise shall approve, by agreement with the custom- 
ers, the technical specifications for products for which there are 
no government standards and for which no technical specifica- 
tions have been approved by the appropriate bodies, the object be- 
ing to put out products on a high technical level. 

The enterprise shall have the right, by agreement with the cus- 
tomer, to produce goods of higher quality than required by the 
state standards and technical specifications. The extra expense in- 
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volved shall be returned to the enterprise in accordance with exist- 
ing rules and taking into account the cconomic effect of the higher 
quality products. 

59. The enterprise shall approve the consumption rates of raw 
and other materials, fuel, electric power, seed, fodder and fertili- 
sers, um-ess setting such rates is within the competence of the su- 
perior bodies. 

60. The enterprise shall have the right 1o conclude, in accord- 
ance with existing legislation, agreements with research and de- 
signing organisations and higher educational establishments for 
the development of new equipment and production techniques, for 
drawing up designs for the reconstruction of the enterprise, its 
shops, sections, divisions and farms, for the modernisation of 
equipment, mechanisation and automation of production processes, 
and the organisation of labour and production. 

This work sha‘l be financed by the enterprise from its own 
funds or from bank credits. 


Rights in the Sphere of Material and Technical Supply and 
Marketing 


61. The enterprise shall procure all the equipment, raw and 
other materials, fuel and other assets needed for its production and 
economic activity through suppiy contracts concluded on the ba- 
sis of the plan documents for the distribution of products (orders, 
fund notices, etc.). 

The said assets may also be procured on the basis of orders 
accepted for execution (or equiva:ent documents), containing all 
the data necessary for the delivery of supplies, unless some addi- 
tional terms have to be agreed upon. 

The enterprise may acquire necessary supplies of materials and 
machinery from state and cooperative organisations through 
contracts for products sold without orders, as well as through pur- 
chases from small specialised wholesale bases and retail stores, 
in the manner prescribed by law. 

62. The enterprise shall have the right, in concluding supply 
contracts, to refuse to accept products allotted to it in excess of 
demand or superfluous products, in which case, not later than 
within ten days of receipt of the order, it must notify of it the sup- 
plier, the body responsible for the allocation of priority-regulated 
items and the distributing body which has issued the order. 

The enterprise shall also have the right to refuse, by agree- 
ment with the supplier, acceptance of products envisaged by the 
contract if the need for them no longer exists, but must notify the 
body responsible for the allocation of priority-regulated items and 
the distributing body issuing the order, of its refusal within a 
five-day period. 
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63. The enterprise shall have the right to transfer funds to other 
enterprises and organisations and to supply them with mate- 
rials and equipment from its own resources at fixed rates, for the 
manufacture under contract of products required by the given en- 
terprise. 

64. The enterprise shall have the right to conclude contracts 
with other enterprises and organisations for the realisation of its 
funds of raw and other materials and equipment, paying the ex- 
penses invoived at the fixed rates. 

65. The enterprise shall have the right to conclude contracts for 
the purchase of equipment, machines and other assets incor- 
porated in its fixed assets, within the limits of the means it has for 
these purposes or bank credits available. 

The enterprise shall have the right to acquire special equip- 
ment, instruments and materials for research and experimental 
designing within the limits. of allocations made for such work. 

66. The enterprise shall market its products on the basis of de- 
livery contracts, except in cases when a different system is provid- 
ed for by the laws of the USSR and the Union Republics. 

Contracts for the supply of products distributed by the superi- 
or body or a marketing organisation shall be concluded on the ba- 
sis of priority orders issued by this body or organisation. 

Contracts for the marketing of products not subject to distribu- 
tion in the manner described above shall be concluded by the enter- 
prise independently, by agreement with the appropriate purchas- 
ing organisation (customer). 

67. The enterprise shall have the right, by agreement with 
the customer, to alter, if necessary, the assortment, delivery date 
and other terms of the contract and to make deliveries ahead of 
schedule, due to overfulfilment of plan, or from products refused 
by other customers. 


The enterprise shall report to the respective body any change in 
the assortment stipulated in the plan assignment. 

68. The enterprise shall have the right to sell to other state and 
cooperative enterprises and organisations, including collective 
farms, products which cannot be disposed of under priority orders. 


69. The enterprise shall have the right to supply scientific 
institutions with raw materials, and semi-finished and _ finished 
products, the need for which has arisen in the course of scientific 
research and experimental design and which shall be paid for in 
conformity with the existing rules. 


70. The enterprise shall have the right to supp'y other enterpri- 
ses and organisations with surplus production wastes required for 
their production and economic activity, in excess of the amounts 
it is obliged to deliver and process itself. 
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Rights in the Sphere of Finance 


71. The enterprise shall determine the standards of its own cir- 
culating assets by elements, within the limits of the total standard 
fixed by the superior body on the basis of plan targets and in con- 
formity with consumption rates and stocks of goods and mate- 
rials. 

The norms of the enterprise’s own circulating assets, as calcu- 
lated by it, shall promote the most expedient and effective utilisa- 
tion of its material and financial resources and accelerate cir- 
culating assets turnover. 

72. The enterprise may take out bank credit and shall be re- 
sponsible for its adequate application and timely repayment. 

73. The enterprise shall draw up, within the limits set by the 
rh financial estimates and estimates of return of investments 
or: 

the development and introduction of new machines and new 
materials, mechanisation and automation of production, moderni- 
sation of equipment, improvement of production techniques, ra- 
tionalisation and intensification of production processes; 

the organisation and expansion of the manufacture of consumer 
goods and improvement of their quality. 

The said estimates are subject to approval by the director of the 
enterprise. 

74. The enterprise shall set, in accordance with the law, the 
prices and rates for different products (or work and services) 
which are not subject to approval by superior bodies. The prices of 
products and the remuneration for work and services (except 
those intended for the enterprise’s use) shall be set by agreement 
with the customer enterprise. 

75. The enterprise shall have the right to write off its balance- 
sheet any obsolescent, worn out and unserviceable equipment, 
transport facilities, stock and tools if the reconditioning of this 
property is impossible or economically inexpedient, and if it can- 
not be sold. 

The enterprise shall also have the right to write off buildings 
and structures demolished in connection with other construction 
or because they have become dilapidated. 

76. The enterprise shall have the right to write off as losses, 
with notification of the superior body: 

debts which cannot be claimed owing to prescription; 

awarded debts for which court orders have been returned with 
an official statement, confirmed by the court, of the debtor’s insol- 
vency and of the impossibility of using his property in payment of 
the debt; 

other debts regarded by the enterprise as bad. 
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77. The enterprise shall have the right to write off its balance- 
sheet with notification of the superior body, up to 100 rubles in 
each individual case : 

shortages of assets over and above the accepted norms of los- 
ses, as well as losses resulting from spoilage of goods, materials 
or products, if the persons responsible for these losses cannot be 
ascertained; 

debts due to shortages of assets the claim for which has been 
refused by court as unfounded. 

78. The writing off of losses of the enterprise under Clauses 
76 and 77 of this Statute shall be allowed only after a careful 
check has been made, with the participation of the public organi- 
sations, of the causes of these losses, and after the persons res- 
ponsible for them have been ascertained and all the necessary 
steps to recover the losses have been taken. 

79. The enterprise shail draw up an estimate of administrative 
and executive expenditure, with a view to keeping them to the low- 
est possible level, and within the limits of the total wages fund 
and allocations for administrative and executive expenditure ap- 
proved by the superior body. 

Estimates for administrative and executive expenditure shall be 
subject to approval or modification by the director of the enter- 
prise. 

80. The enterprise may authorise its subdivisions to keep sepa- 
rate balance-sheets; it shall bear all responsibility for obligations 
incurred by these subdivisions. The assets and liabilities of these 
subdivisions shall form part of the general balance-sheet of the 
enterprise. 


Rights in the Sphere of Labour and Wages 


81. The enterprise shall have the right: 

a) to set piece rates, time rates and job rates for the different 
groups of workers; 

b) to draw up lists of trades whose time rates are based upon 
the piece rates and who are paid monthly salaries instead of time 
rates; 

c) to draw up lists of trades and jobs paid for at rates fixed 
for workers employed in hot shops and on heavy work, unhealthy 
work, particularly heavy and unhealthy jobs, in accordance with 
existing standard lists of such trades and jobs by industries; 

d) to set indicators and terms for the payment of bonuses, 
based on standard rules; 

e) to set grades of jobs and qualify workers in accordance with 
existing qualification lists. Rating of workers engaged in new 
trades will be done by analogy with similar trades listed in the 
qualification lists, this being reported to the superior body; 

f) to set indicators, conditions and bonuses for engineers, tech- 
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nicians and office employees in the different shops, sections and 
services, taking into account the concrete tasks assigned the res- 
pective subdivisions of the enterprise and the standard rules 
governing bonuses; 

o) to classify shops, sections, departments, farms and other 
subdivisions of the enterprise in the respective pay group of exe- 
cutive, engineering, technical workers and office employees, and 
to transfer them from one group to another in connection with 
changes in the volume of production, being guided in this by indi- 
cators laid down in the approved rules; 

h) to give persons with unspecified working hours extra holi- 
days in accordance with labour legislation and the list of jobs with 
an unspecified length of the working day, approved by the supe- 
rior body; 

i) to introduce a summarised account of the working time of 
workers and office employees in those lines of production, shops, 
sections and departments where normal working hours cannot be 
set; in agricultural enterprises, for periods of intensive work (so- 
wing, crop cultivation, preparation of fodder, harvesting, autumn 
ploughing), to vary the length of the working day within the limits 
of normal working hours with payment for work actually done ac- 
cording to existing quotas and rates. 

The manner in which working hours are summed up in agricul- 
tural enterprises will be fixed by the USSR Council of Ministers; 

j) to establish in the approved order new and revise old output 
and service quotas; 

k) to approve the list of jobs which do not allow shorter work- 
ing hours on weekends and on the eve of holidays, so that the 
workers are given an extra day off in compensation for overtime 
as working hours accumulate; 

1) to permit workers in case of expedience to handle several 
jobs, with pay in the established order. 

Measures, provided for in pars. ‘‘a” to “I” of the given Clause 
shall be implemented by the director of the enterprise within the 
limits of its wages fund and by agreement with the factory or 
local trade union committee; 

m) to draw up, by agreement with the factory or local trade 
union committee and on the basis of sectional quotas approved in 
accordance with the rules established by the USSR Council of 
Ministers, lists of trades and professions entitling workers and 
office employees to free overalls, footwear and protective devices, 
as well as lists of trades and professions entitling workers and 
office employees to the receipt of free milk in case of unhealthy 
working conditions, and of special soap. 

82. The enterprise shall deveiop its structure and staff on the 
basis of standard structures and staffs in the established order 
approved by the superior body. The structure and staff of the enter- 
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prise are to be approved by the director. 

The director of the enterprise, on the basis of existing legisla- 
tion, shall set and revise the salaries of engineers, technicians and 
office employees in accordance with the established rates of pay 
and within the limits of the wages fund, as well as of the average 
wages on the wage scale. 

The staffs, salaries and administrative and executive expendi- 
ture estimates approved by the director are not subject to re- 
gistration with the financial authorities. 

83. The enterprise shall have the right to give highly qualified 
foremen and other engineering and technical workers increases of 
up to 30 per cent of their pay within the limits of the planned wage 
fund, using for this purpose, with the permission of the high 
superior economic management body up to 0.3 per cent of the plan- 
ned wages fund of the enterprise. Said increases shall not be tak- 
en into account when determining the average wages of the em- 
ployees listed in the wage scale. 

84. The enterprise shall be permitted to use any saving in the 
wages fund made during previous quarters and months, and recal- 
culated in terms of a percentage of pian fulfilment, to pay wages 
and bonuses in the subsequent quarters and months of the given 
year. 

Any overdraft in the wages fund must be made up in subse- 
quent months; the enterprise officials responsible for the overdraft 
in the wages fund shall be deprived of bonuses until it has been 
made up. The part of the overdraft in the wages fund that has not 
been made up may remain on the books of the enterprise not later 
than July | of the following year. 

Shou'd the enterprise make up in full the overdraft in the wage 
fund in time (within six months) or ahead of schedule, the officials 
responsible for the overdraft shall receive 50 per cent of the bonus 
which was due to them for the foregoing period but remained un- 
paid because of the overdraft in the wages fund. 

The same applies to the payment of bonuses in cases of over- 
draft in the wages fund in the shops, departments, farms and serv- 
ices of the enterprise. In such cases only the overdraft in the wa- 
ges fund of the given structural subdivision of the enterprise shall 

“be taken into account. 

In case there is no overdraft in the wages fund of the enter- 
prise as a whole it may write off the overdraft in the wages fund 
of the individual shops, sections and other of its subdivisions for 
the past period which has not been made up. 

85. The enterprise shall have the right to set up a separate 
wages fund, over and above that approved for it, for construction 
and assembly workers employed on projects financed from non- 
centralised sources (the fund of the enterprise, the consumer goods 
fund, loans from the USSR State Bank and the USSR Bank for 
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Financing Capital Investment Projects, socialist emulation 
bonuses and other sources provided for by the law), such fund 
being based on indicators agreed upon with the superior body. 

&6. The enterprise may in exceptional cases make unplanned 
advance payments of wages to individual workers in amounts not 
exceeding their monthly earnings. 

87. The enterprise may in case of necessity give workers at 
their request short leave without pay. 

88. The enterprise shall have the right to send its best workers 
and employees, at their request, to higher educational establish- 
ments and specialised secondary schools and to pay them higher 
scholarships, in accordance with the law, provided these workers 
undertake upon graduation to return to work at the enterprise 
which has sent them to study. Persons sent to study at higher edu- 
cational establishments and specialised secondary schools with 
higher scholarships shall be nominated jointly with the enter- 
prise’s public organisations. 


V. Management of the Enterprise 


89. The enterprise shall be headed by a director (or chief, or 
manager). 

The director of the enterprise shall be appointed and dismissed 
by the superior body. 

90. The director shall organise the entire work of the enterpri- 
se and shall bear full responsibility for its operation. 

The director of the enterprise may act in its name without war- 
rant, represent it at all institutions and organisations, dispose 
of the property and funds of the enterprise in accordance with 
the law, conclude contracts, issue warrants (including the right 
to delegate such powers), and open bank accounts. 

The director shall issue orders at the enterprise within his com- 
petence; engage and dismiss workers in accordance with labour 
legislation, reward or penalise workers of the enterprise. 

The management shall have the right to dismiss workers on 
its own initiative only with the consent of the factory or local 
trade union committee. 

91. The deputy directors of the enterprise, the chief accountant 
and the chief of the quality control department shall be appointed 
and dismissed by the superior body on the recommendation of the 
director. They shall be fully responsible for the work entrusted to 
them. 

The deputy directors of the enterprise shall act within their 
competence in the name of the enterprise, represent it at other 
institutions and organisations; they may carry out business opera- 
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tions and conclude coniracts without warrant, and issue warrants 
to other workers of the enterprise. 

92. The powers of the deputy directors and other executives 
of the enterprise shall be established by the director in ac-’ 
cordance with the laws of the USSR and the given Union Re- 
public. 

93. Shops, departments, services, sections, farms and other 
structural subdivisions of the enterprise shall operate on the ba- 
sis of the rules approved by the director of the enterprise. 

94. The foreman (or senior foreman, section chief, team leader, 
farm section leader, work superintendent and senior work super- 
intedent) shall be fully authorised leader and direct organiser of 
production and labour and shall be responsible for the fulfilment 
of the production plan by his section and for the quality of the pro- 
duct. All instructions to workers at their stations shall be given 
by the foreman. 

The foreman shall be directly subordinated to the shop su- 
perintendent or the head of the given subdivision of the enter- 
prise. 

Appointment, transfer or dismissal of the foreman shall be 
made by order of the director. 

95. The management of the enterprise, in the person of the di- 
rector, shall conclude a collective agreement with the factory or 
local trade union committee acting as the representative of the en- 
terprise’s workers and office employees and shall see to it that the 
obligations undertaken are carried out on time. 

96. The management of the enterprise, together with the fac- 
tory or local trade union committee shall: 

issue regulations based on standard rules; 

approve the estimates for the use of the fund of the enterprise 
and other bonus funds, and shall pay bonuses and lumpsum 
grants from the said funds; 

distribute flats in the houses of the enterprise and other 
housing facilities placed at the disposal of the enterprise. 

97. The management of the enterprise, together with the fac- 
tory or local trade union committee, shall organise socialist emu- 
lation, sum up results and name the winners; it shall decide how 
the advanced teams and individual workers are to be re- 
warded. 

98. The management of the enterprise shall report to the facto- 
ry or local trade union committee on its draft p:ans, on the results 
of its production and economic activity, on the fulfilment of plans 
and obligations under the collective argeement, on measures tak- 
en to improve the organisation and conditions of labour and 
the welfare services, and on the elimination of shortcomings in the 
work. 

99. To draw as many workers as possible into participation in 
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the solution of production problems, production conferences shall 
function at the enterprise and the bigger shops, sections, farms, 
etc. These conferences shall function on the basis of the Rules on 
Standing Production Conferences approved by the USSR Council 
of Ministers and the AUCCTU (All-Union Central Council of 
Trade Unions). 

The management of the enterprise shall promote in every way 
the successful activities of the production conferences and see to 
it that their decisions are implemented. 

100. To promote the personnel’s creative initiative, the enter- 
prise shall enlist the assistance of the local organisations of the 
USSR Society of Inventors and Rationalisers and the scientific- 
technical societies in drafting long-term and current plans for the 
introduction of new equipment and production techniques and in 
carrying out these plans. The enterprise shall create the necessa- 
ry conditions for the successful work of these local organisations, 
as well as for the voluntary designing, technological and quota- 
setting bureaus, the councils of innovators, research laboratories, 
economic analysis bureaus and groups, providing them with pre- 
mises, equipment, instruments, materials and technical and refer- 
ence books. 

101. The management of the enterprise, together with the fac- 
tory or local trade union committee, shall regularly call produc- 
tion, technical and economic conferences and conferences of ad- 
vanced production workers, to discuss questions concerning the 
enterprise’s technical progress and economic development and to 
work out measures to eliminate shortcomings in the work of the 
enterprise and its departments. 

102. At their meetings the personnel of the enterprise shall dis- 
cuss the reports of the management on the draft production plans 
and their fulfilment, the draft collective agreements and how 
they are being carried out, questions of production, welfare and 
other services, and the way the fund of the enterprise (the con- 
sumer goods fund) is being spent. The management of the enter- 
prise shall report to the personnel at said meetings on the meas- 
ures taken to carry out decisions adopted at previous mee- 
tings. 

103. Groups and posts of assistance to the Party and Govern- 
ment Control bodies shall be set up at the enterprise, and the ma- 
nagement shall be obliged to give them all possible help in their 
work, to consider their proposals and to take the necessary meas- 
ures to eliminate shortcomings revealed. 

104. The work of the enterprise shall be checked by the superi- 
or body and the Party and Government Control body. 

The production, financial and economic activity of the enter- 
prise shall be audited by the higher superior body once a year with 
the participation of the organisations concerned. 
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VI. Reorganisation and Liquidation 
of the Enterprise 


105. Reorganisation or liquidation of the enterprise shall be ef- 
fected by decision of the body authorised to set up such enterprises. 

106. In case the enterprise is merged with another enterprise 
all property rights and obligations of each of them shall be trans- 
ferred to the enterprise resulting from the merger. 

In the event of one enterprise being affiliated with another the 
eo shall assume all the property rights and obligations of the 
ormer. 

107. In case the enterprise is divided the new enterprises 
emerging from this division shall assume the corresponding pro- 
perty rights and obligations of the reorganised enterprise, in 
accordance with the statement of division. 

If the enterprise is split up and as a result one or several new 
enterprises are set up, the corresponding property rights and obli- 
gations of the reorganised enterprise shall be transferred to them, 
in accordance with the statement of division. 

108. The liquidation of the enterprise shall be carried out ei- 
ther by a liquidation commission appointed by the superior body 
or by the director of the enterprise acting on orders from this body. 

109. The order and date of liquidation of the enterprise shall 
be set by the superior body. The same body shall be obliged to de- 
cide how previously signed contracts shall be fulfilled without 
jeopardising fulfilment of the state plan. 

The time limit for the submission of claims by creditors of an 
enterprise subject to liquidation shall be fixed by the body that has 
decided to liquidate the enterprise, Lut shall not be less than one 
month. 

110. The liquidation commission, or in appropriate cases, the 
director of the enterprise subject to liquidation shall publish in the 
official press organ of the region, territory or republic an announ- 
cement of the liquidation of the enterprise, specifying the time li- 
mit for the submission of claims by creditors. Irrespective of this, 
the liquidation commission, or the director of the enterprise sub- 
ject to liquidation, shall be obliged, on the basis of available infor- 
mation, to ascertain the claims of all creditors and to notify them 
of the impending liquidation of the enterprise. 

Claims to the enterprise subject to liquidation shall be met 
from its recoverable assets. 

Claims ascertained or submitted upon expiration of the date 
fixed for the submission of claims, shall be met out of assets 
remaining after the claims ascertained or submitted in proper time 
have been met. 


174 


Claims that have not been ascertained or submitted during the 
liquidation period, as well as claims that have not been met owing 
to a shortage of assets on the part of the enterprise being liquida- 
ted shall be regarded as having been paid off. Claims which have 
not been recognised by the liquidation commission (or the director 
of the enterprise being liquidated) shall also be regarded as hav- 
ing been paid off in full or in part, if the creditors fail to proceed 
with their claims within two weeks of notification cf the rejection 
of these claims. 

111. Periodic payment in compensation for injuries and other 
damage to health or death occurred at the enterprise being liqui- 
dated shall be made in accordance with the law. 

Claims and actions brought in by citizens for compensation for 
damage to health or for death and other claims and actions not 
submitted for valid reasons before the final liquidation of the 
enterprise may be submitted to the superior body later on in the 
established order. This body may make the subordinate enterprise, 
which has taken over the assets of the liquidated enterprise, liable 
for claims recognised by this body or by a court of law. 


(Ekonomicheskaya Gazeta, No. 42, 1965) 


